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PREFACE   TO   FIRST    EDITION. 


'THE  following  .work  is  founded  upon  a  series  of  lectures 
delivered  by  the  author  before  the  (now  Chartered) 
Institute  of  Secretaries  in  the  early  part  of  1897.  In  the 
course  of  that  series  the  author  was  strictly  limited  as  to  the 
time  to  be  occupied  by  each  lecture,  and  in  consequence  it  was 
imperative  that  many  matters  of  importance  should  be  omitted, 
and  others  dealt  with  only  cursorily.  It  is  hoped  that  these 
defects  have  now  been  removed,  and  that  the  present  work  will 
be  found  reasonably  to  meet  the  requirements  of  Company 
Secretaries  and  others  seeking  information  upon  the  subject 
of  Bookkeeping  in  relation  to  joint-stock  undertakings. 

In  dealing  with  so  extensive  a  subject  as  Bookkeeping,  how- 
ever, in  the  limited  space  available  in  a  volume  of  the 
dimensions  of  that  now  in  the  reader's  hands,  it  becomes 
necessary  either  to  leave  unmentioned  many  points  of  con- 
siderable importance  which  would  be  particularly  useful  to 
Company  Secretaries,  or  else  to  assume  a  certain  amount  of 
preliminary  knowledge  of  Bookkeeping.  A  certain  amount  of 
preliminary  knowledge  has,  therefore,  perforce  been  assumed 
in  the  present  work.  But,  taking  it  for  granted  that  the 
assumption  of  some  such  knowledge  is  justified,  it  is  still  a 
very  difficult  matter  to  fix  the  precise  amount,  so  as  not  to 
occupy  time  needlessly  upon  elementary  matters  with  which 
the  reader  is  already  well  acquainted,  and,  on  the  other  hand, 
not  to  commence  the  course  so  far  over  the  heads  of  some  that 
it  is  impossible  for  them  to  derive  that  benefit  from  the  present 
work  which  they,  not  unreasonablv,   l(X)k  for. 
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Under  these  circumstances  it  has  l)een  decided,  at  the  risk 
of  appearing  tedious  to  the  better  informed,  to  commence 
absolutely  at  the  beginning,  but  to  cover  the  earlier  part  of 
the  ground  very  quickly.  By  this  means  it  is  hoped  that  even 
those  who  know  very  little  of  Bookkeeping  may  not  be 
discouraged  by  reason  of  the  work  being  too  advanced  ; 
while,  should  these  preliminary  remarks  not  be  exhaustive 
enough  to  enable  the  reader  to  obtain  that  grasp  of  the 
fundamental  principles  of  Bookkeeping  which  is  so  essential 
for  the  proper  comprehension  of  its  later  developments,  it  is 
suggested  that  he  should  (as  a  preliminary  to  the  present 
work)  study  the  first  two  parts  of  the  author's  "  Bookkeeping 
for  Accountant  Students,"  which  will  give  all  the  information 
required — and  perhaps  a  little  more.  On  the  other  hand,  it 
is  thought  that  even  those  who  are  already  capable  book- 
keepers will  not  really  be  wasting  their  time,  if  they  bear  with 
the  author  a  short  time  while  he  deals  briefly  with  the  funda- 
mental principles  underlying  every  system  of  Bookkeeping 
by  double  entry. 

LAWRENCE  R.  DICKSEE. 


CopTiiALL  House,  London,  E.C. 
25th  March  1897, 


PREFACE   TO   SIXTH    EDITION. 


'T  HE   necessity   tor   publishing   a  sixth    edition  of    "  liook 
keeping    for    Company    Secretaries"    has    afforded     an 
opportunity  for  the  careful  revision  of  the  general  text. 

It  is  not  claimed  that  the  present  work  is  an  exhaustive 
resume  of  all  the  information  that  might  usefully  bo  acquired 
by  a  Company  Secretary.  To  have  planned  the' work  upon 
that  footing  would  necessarily  have  involved  a  repetition  of 
much  that  the  author  has  already  stated  elsewhere.  It  is 
hoped,  however,  that  all  the  more  material  questions  on  Book 
keeping  that  are  likely  to  arise  in  connection  with  the  exercise 
of  a  Company  Secretary's  duties  will  at  all  events  be  found 
to  have  been  noted ;  while  reference  has  been  made  from  time 
to  time  to  the  sources  whence  more  detailed  information  can. 
if  necessary,  be  obtained. 

The  success  which  the  work  has  met  with  in  the  past  is  a 
sutificient  guarantee  that  this  hope  is  not  altogether  ill-founded ; 
but  the  author  would  gladly  welcome  any  suggestions  that 
may  be  made  to  him  from  time  to  time,  all  of  which  will 
receive  careful  attention  when  a  further  edition  is  in 
contemplation. 

LAWRENCE   R.  DICKSEE. 


Lincoln  House.  London,  W.C.  i. 
15th  December    1919. 


BOOKKEEPING  FOR  COMPANY  SECRETARIES. 


CHAPTER  I. 


WHAT    BOOKKEEPING    IS. 

Bookkeeping  may  be  defined  as  the  science  of  correctly 
and  systematically  recording  transactions  involving  the  transfer 
of  money  or  money's  worth. 

In  so  recording  these  transactions  it  is  necessary — 

(i)  That  the  record  be  so  explicit  that,  at  any  subsequent 
time,  the  exact  nature  of  the  transaction  may  readily  be 
perceived ; 

(2)  That  the  transactions  should  be  so  classified  that  at 
any  time  the  total  result  of  such  transactions,  or  of  any 
particular  series  thereof,  during  any  given  period  may  readily 
be  ascertained ; 

(3)  That  the  amount  of  labour  necessarily  involved  be 
reduced  to  a  minimum. 

These  various  points  are  in  reality  all  vital,  and  all  equally 
important,  and  it  is  therefore  very  necessary  that  the  reader 
should  bear  them  constantly  in  mind,  if  he  wishes  to  follow 
the  why  and  the  wherefore  of  a  good  system  of  Bookkeeping. 
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THE     NATURE     OF     BOOKS     EMPLOYED. 

It  goes  without  saying  that  the  same  books  are  not  always 
equally  suitable  for  the  record  of  all  kinds  of  transactions,  or, 
in  other  words,  that  different  kinds  of  business  each  require  a 
different  set  of  books;  in  fact,  it  is  frequently  desirable  that 
businesses  of  the  same  kind  should  have  their  accounts  kept 
differently,  in  order  to  meet  some  slight  variation  involved  by  a 
different  class  of  trade.  But  in  all  cases  the  books  are  kept 
for  the  same  purpose — the  record  of  transactions  involving  the 
transfer  of  money  or  money's  worth — and,  consequently,  vary 
in  matters  of  detail  only,  the  ruling  principle  being  the  same 
in  all. 

Books,  then,  are  divisible  into  two  great  classes  : — 

(i)    Books  of  Account,  or  Financial  Books. 

(2)    Memorandum,  or  Statistical  Books. 

BOOKS     OF     ACCOUNT. 

The  first  book  of  account  ever  used  was  probably  a  mere 
record  of  transactions  entered  as  they  occurred,  and,  conse- 
quently, in  chronological  order ;  being,  in  fact,  little  more  than 
a  memorandum  book.  A  very  few  moments'  consideration  will 
show  that,  as  soon  as  these  transactions  became  either  very 
numerous  or  very  varied  in  their  nature,  a  mere  chronological 
record  would  be  all  but  useless,  and  some  method  of  classifica- 
tion became  absolutely  necessary. 

This  being  perceived,  it  became  the  custom  to  sort  out  the 
various  transactions  into  their  several  classes,  and  to  re-writc. 
them  in  another  book  (the  Ledger)  under  separate  headings, 
keeping  each  class  of  transaction  under  its  proper  heading,  and 
referring  to  such  heading  whenever  any  information  was 
required  upon  that  class  of  transaction. 

It  may  be  considered  that  Bookkeeping  itself  dates  from  this 
time,  for  books  of  account,  properly  so-called,  hardly  existed 
before  this  period ;  while  all  that  has  been  done  since  has  been 
to  follow  up,  and  improve  upon,  the  lines  thus  indicated ;  and 
the  complexity  of  modern  Bookkeeping  is  due  to  the  multi- 
plicity of  detail  required  by  the  growth  of  modern  commerce, 
rather  than  to  any  radical  alteration  of  the  principle  of  the 
original  design. 
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The  two  books  already  named  are,  in  fact,  the  only  books  of 
account  in  use  even  at  the  present  time.  The  first,  called  the 
Journal,  or  daily  register  (so  called  because  it  contains  a 
record  of  each  day's  transactions),  in  some  form  or  other  still 
retains  all  its  ancient  functions,  and  although  in  the  course  of 
centuries  it  has  been  found  convenient  to  divide  the  book  into 
sections,  and  call  itie  various  parts  Sales  Book  or  Day  Book, 
Invoice  Book  or  Purchase  Book,  &c.,  yet,  in  fact,  they  are 
merely  so  many  Journals ;  and  to  this  day  in  all  Continental 
business  houses,  and  even  in  some  English  ones,  all  transac- 
tions are  carried  through  some  form  of'  Journal,  although 
subsidiary  books  are  often  used  to  record  the  fuller  details. 

The  second  book  named  is  the  Ledger,  so  called  because  in 
that  book  the  entries  of  all  transactions  are  laid,  or  stored  up, 
for  future  reference.  Most  businesses  have  also  a  Cash  Book, 
but  it  will  save  the  reader  a  great  deal  of  confusion  at  a  subse- 
quent period  if,  at  this  early  stage,  he  learns  to  regard  the  Cash 
Book  as  neither  more  nor  less  than  an  account  in  the  Ledger, 
bound  up  separately  for  the  sake  of  convenience. 

The  Ledger,  as  has  already  been  said,  contains  a  record  in 
classified  form  of  transactions  involving  the  transfer  of  money 
or  money's  worth.  Thus,  if  a  trader  sells  John  Smith  goods  to 
the  value  of,  say,  ;^20,  there  would  be  a  page  in  his  Ledger 
headed  "  John  Smith,"  showing  that  he  was  his  debtor  for  jQio 
on  account  of  goods  sold  to  him.  When  he  paid  him,  say,  jQio 
on  account,  that  ;^io  used  to  be  subtracted  from  the  jQ2o,  and 

John  Smith. 


1460 
Jan.  I 

.     20 

Goods  sold  him 

Cash  paid  by  him         . .                   . .                   

£   s   d 
20  0  0 
10  0   0 

j^IO     0     0 

the  difference  showed  the  amount  still  owing  by  him.  It  was 
very  soon  found,  however,  that  there  were  two  weighty 
objections  to  this  manner  of  proceeding  :  (i)  The  bookkeeper 
was  always  liable  to  add,  instead  of  subtracting,  and  vice  versa, 
in  which  case  the  error  would  not  be   specially  obvious;  (2) 

B  2 
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without  reading  the  whole  account,  it  would  not  appear  whether 
John  Smith  owed  the  money  to  the  trader,  or  the  trader 
owed  it  to  him.  To  meet  this  difficulty,  each  Ledger  Account 
was  divided  into  two  : — Upon  one  side  were  placed  the  items 
for  which  he  was  a  debtor,  and  upon  the  other  side  (the  contra 
account)  those  items  for  which  he  was  a  creditor,  the  balance 
being  readily  ascertainable  at  any  time  by  adding  up  the  two 
sides  and  striking  a  balance. 


Dr. 

John  Smith. 

Contra. 

Cr. 

1500 
Jan.  I 

To  Goods   . . 

£    s    a 
20    0    0 

1500 

Jan.  20        By  Cash  . . 

£    s    d 
10    0    0 

At  first  sight  the  reader  may  possibly  have  some  little  diffi- 
culty in  seeing  how,  when  Smith  owes  jQ2o,  he  becomes  a 
creditor  upon  payment  of  jQio ;  but  in  Bookkeeping,  as  in 
many  other  things,  one  must  examine  each  transaction  by  itself 
as  it  arises ;  the  time  to  set  one  transaction  off  against  another 
being  after  they  have  been  placed  side  by  side  in  the  Ledger. 

Now  that  the  Ledger  has  been  separated  into  two  sides,  it 
became  necessary  to  distinguish  in  the  Journal  upon  which 
side  of  the  Ledger  each  transaction  should  eventually  appear, 
and  thus  two  columns  soon  found  their  way  into  the  Journal — 
one  for  sums  to  be  placed  on  the  Dr.  (debtor)  side  of  the  Ledger 
Account,  and  one  for  the  Cr.  (creditor)  side. 


Journal. 


Dr. 


Cr. 


THE     ORIGIN     OF    DOUBLE     ENTRY. 

By  this  time,  it  will  be  perceived  that  Bookkeeping  had 
already  become  a  matter  of  some  little  complexity,  and  doubt- 
less at  that  remote  period  the  errors  made  by  the  bookkeeper 
were  a  source  of  considerable  annoyance  and  loss  ;  it  was  there- 
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fore  but  natural  that  men  should  begin  to  see  if  they  could 
not  devise  some  means  by  which  such  errors  should  become 
self-evident.  Then,  doubtless,  they  asked  themselves  what  was 
the  exact  nature  of  the  transactions  they  recorded  in  their  books, 
and  arrived  at  the  conclusion  that  the  transactions  they  recorded 
were,  as  has  been  said — at  the  outset — transfers. 


Now,  what  is  a  transfer?  A  transfer  is  a  "  conveyance  of 
anything  from  one  person  or  place  to  another."  A  transfer 
thus  (and  consequently  the  class  of  transactions  with  which 
Bookkeeping  deals)  involves  a  twofold  act — if  A.  pays  John 
Smith  jQ2o.  Smith  receiving  the  cash,  is  A.'s  debtor;  but  A.'s 
Cash  Account,  being  so  much  the  poorer,  is  (so  far  as  that  one 
transaction  goes)  A.'s  creditor.  Thus  A.  is  enabled  to  record 
this  one  transaction  on  both  sides  of  his  Ledger ;  and  if  he 
records  all  his  transactions  on  both  sides  of  his  Ledger,  it  will 
readily  be  seen  that  if  at  any  time  he  adds  up  each  side  of  his 
Ledger  the  total  amount  on  the  Dr.  side  of  all  the  accounts 
must  come  to  the  same  sum  as  the  total  of  the  Cr.  side.  Here 
at  once  he  has  a  check ;  for,  if  there  be  a  mistake,  it  is  unlikely 
in  the  extreme  that  the  two  sides  will  agree. 


At  first  sight,  however,  the  advantage  seems  to  be  more  than 
compensated  by  the  extra  labour — for  certainly  it  nearly 
amounts  to  keeping  the  books  twice  over.  But,  notwithstand- 
ing this,  no  subsequent  discovery  has  caused  us  to  abandon  the 
principle  of  double  entry  thus  founded.  Upwards  of  four 
himdred  years  have  now  elapsed  since  the  first  treatise  on 
Double-entry  Bookkeeping  was  published,  but.  although  many 
modifications  and  improvements  have  been  made  since  then  by 
means  of  which  the  amount  of  labour  involved  has  been  enor- 
mously reduced,  the  fundamental  principle  of  double  entry 
has  remained  unchanged.  Indeed,  one  may  go  further,  and  say 
that  it  is  only  in  English-speaking  countries  that  any  serious 
attempt  has  been  made  to  lessen  the  extra  labour  involved  by 
double  entry,  and — bearing  in  mind  "  that  the  whole  is  equal 
to  the  sum  of  its  parts" — attempt  a  form  of  classification  in 
the  Journal  by  which  a  vast  number  of  small  entries  in  the 
Ledger  may  be  obviated. 
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STATISTICAL     BOOKS. 

These  preliminary  remarks  upon  books  would  not  be  com- 
plete without  some  reference,  even  at  this  early  stage,  to  the 
second  class  of  books  which  has  been  mentioned — namely. 
Memorandum  or  Statistical  Books.  Some  such  books  as  these 
are  generally  to  be  found  in  every  enterprise  of  any  importance, 
but  particularly  so  in  connection  with  joint-stock  companies, 
where  the  Register  of  Members,  the  Register  of  Transfers,  and 
other  similar  books  come  under  this  category.  The  great  dis- 
tinction between  Statistical  and  Financial  Books  is  that  the 
latter  form  an  integral  part  of  the  system  of  double  entry,  while 
the  former  do  not ;  their  object  being  merely  to  provide  further 
detail  in  connection  with  the  records  contained  in  the  Financial 
Books. 

As,  however,  the  immediate  object  is  merely  to  give  the  reader 
a  general — although  necessarily  a  superficial — idea  of  the 
scheme  of  Double-entry  Bookkeeping,  it  is  unnecessary  to  go 
into  further  detail  in  this  matter  at  the  present  moment,  and 
we  may,  therefore,  revert  to  a  consideration  of  the  Financial 
Books,  and  especially  of  the  Ledger,  which,  it  is  hardly  necesj 
sary  to  remind  the  reader,  is  the  book ;  and  try  to  convey  a 
rough  idea  of  the  general  principles  upon  which  a  Balance  Sheet 
is  prepared. 

BALANCE     SHEETS. 

A  Balance  Sheet  is  a  statement  showing  upon  one  side  the 
assets  of  the  person  or  firm  in  question,  and  on  the  other  side 
the  liabilities.  If  the  assets  exceed  the  liabilities  the  surplus 
is  the  capital  of  the  person  or  firm,  and  is  entered  on  the 
liabilities'  side,  so  that  the  totals  of  both  sides  may  agree.  On 
the  other  hand,  should  the  liabilities  exceed  the  assets,  the 
difference  is  called  a  deficiency,  or  capital  overdrawn,  and  is 
entered  on  the  assets'  side.  At  first  sight  this  may  appear 
somewhat  strange.  "If  I  have  a  capital  of  ^r,ooo,"  the 
reader  says,  "  how  can  it  appear  on  the  liabilities'  side;  surely 
it  is  an  asset?"  True,  it  is  an  asset  of  the  proprietor  in  his 
private  capacity,  but  he  must  always  remember  to  look  upon 
the  business   as    something    quite  apart    from   the  person    or 
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persons  to  whom  it  belongs.  The  business  has  a  surplus  of 
^1,000  which  it  holds,  virtually  in  trust,  for  its  owner,  there- 
fore that  owner  is  a  creditor  of  the  business  for  ;^i,ooo.  It 
will  thus  appear  that  the  business  makes  no  distinction  between 
its  owner  and  any  other  creditor.  Those  who  have  experience 
of  Scottish  mjercantile  law,  which  recognises  the  existence  of  a 
"  firm  "  as  something  distinct  from  its  individual  partners,  will 
doubtless  grasp  the  situation  more  readily. 

In  the  case  of  joint-stock  companies,  however,  it  is  thought 
that  few  will  have  much  difficulty  in  appreciating  that — from 
the  bookkeeper's  point  of  view  at  least — paid-up  capital  is  a 
liability  of  that  company  towards  its  shareholders.  It  is 
imp)ortant,  however,  even  at  this  early  stage,  to  point  out  a 
very  material  difference  between  the  accounts  of  a  joint-stock 
company  and  the  accounts  of  a  trader  or  private  firm.  The 
former  is  necessarily  of  somewhat  artificial  construction, 
governed  by  statutory  provisions,  under  which  the  amount  of 
capital  contributed  by  the  proprietors  shall  be  fixed  at  the  outset, 
and  remain  fixed  throughout  the  company's  career,  except  in 
so  far  as  it  may  be  increased  or  reduced  by  the  means  provided 
by  the  Legislature.  These  questions  of  the  increase  and  reduc- 
tion of  a  company's  capital  will  have  to  be  considered  later; 
but,  in  the  meantime,  it  is  well  to  point  out  that,  subject  to 
these  considerations,  the  capital  of  a  company  is  unalterable, 
and  that  any  profits  which  it  may  earn,  or  losses  which  it  ma\ 
incur,  are  not  allowed  to  affect  the  amount  of  its  capital.  Leav- 
ing on  one  side  those  few  companies  which  may  be  formed  for 
scientific,  artistic,  or  social  purposes,  not  for  the  acquisition  of 
gain,  it  may  be  stated  in  general  terms  that  the  primary  object 
of  every  joint-stock  company  is  to  earn  profits  for  distribution 
among  its  proprietors  ;  therefore,  the  aim  of  the  accounts  of 
every  company  should  be  to  disclose  what  profits  have  been  made 
that  are  available  f'or  this  purpose,  for  it  is  very  strictly  laid 
down  in  the  Companies  Acts  that  such  profits  only  are  divisible, 
and  that  anything  in  the  nature  of  a  return  of  Capital  is  not 
allowed.  A  company's  accounts  are  therefore  so  stated  as  to 
show  upon  the  face  of  the  Balance  Sheet  the  amount  of 
undistributed  profit  which  may  be  available  ;  or  in  the  event  of 
there  being  a  loss,  the  aggregate  amount  of  that  loss  as  it  stands 
at  the  date  of  the  accounts.     These,  however,  are  fwints  which 


8  BOOKKEEPING   FOR  COMPANY   SECRETARIES. 

it  is  only  necessary  to  deal  with  in  general  terms  at  the  present 
time,  as  we  shall  have  to  go  into  them  very  much  more  fully 
later  on,  when  we  come  to  consider  the  question  of  dividends,  &c. 

Now,  inasmuch  as  the  Ledger  contains,  in  a  classified  form, 
a  record  of  all  the  transactions,  it  is  obvious  that,  from  the 
Ledger  alone,  both  the  assets  and  the  liabilities  of  the  business 
can  readily  be  ascertained  at  any  time.  That  is  to  say,  the 
Ledger  keeps  a  continuous  record  of  the  amounts  owing  to  the 
business,  the  amounts  owing  by  it,  of  the  property  belonging 
to  it,  and  of  the  excess  of  the  assets  over  the  liabilities.  If  the 
latter  at  the  end  of  any  period  is  greater  than  at  the  commence- 
ment of  that  period,  the  difference  will  be  the  profit  made  during 
that  period — assuming,  of  course,  that  no  fresh  capital  has  been 
brought  in  or  withdrawn  during  the  period.  Similarly,  if  it 
has  become  reduced,  there  will  have  been  a  loss. 


WHAT     ARE     REVENUE     ITEMS  ? 

In  taking  out  a  Balance  Sheet  from  the  Ledger,  however,  it 
will  be  found  that  numerous  accounts  represent  neither  assets 
nor  liabilities  ;  but  sources  of  expense,  or  of  income.  In  this 
connection  the  following  rules  will  be  found  most  useful  : — 

(i)  When  an  item  is  on  the  left-hand  or  Dr.  side  of  the 
Ledger,  the  business  has  imparted  a  benefit  to  this  particular 
account,  and 

{a)   If  the  amount  will  eventually  be  received  back,  it  is 
an  asset. 


(J?)    If  the  amount  will  not  eventually  be  received  back, 
it  is  a  loss. 


(2)  When  an  item  is  on  the  right-hand  or  Cr.  side  of  the 
Ledger,  the  business  has — for  the  moment,  at  all  events — 
received  a  benefit  from  this  particular  account,  and 
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(a)    If  the  amount  will  eventually  have  to  be  paid  back, 
it  is  a  liability. 

{b)    If  the  amount  will  not  eventually  have  to  be  paid 
back,  it  is  a  gain. 

This  rule  never  fails ;  but,  of  course,  the  question  as  to 
whether  an  amount  will  eventually  be  received  or  not  requires 
a  knowledge  of  the  facts  of  the  particular  case  for  its  correct 
disposal ;  and,  even  then,  it  may  be  a  point  of  much  difficulty 
— in  fact,  this  is  one  of  the  difficulties  of  correctly  reporting 
upon  the  affairs  of  any  business — for  because  A.  owes  B.  ;^ioo, 
it  does  not  in  the  least  follow  that  B.  will  ever  receive  this  ;^ioo 
from  A.  If  he  does  eventually  receive  it,  of  course  it  was  one 
of  B.'s  assets ;  but,  if  not,  B.  must  look  upon  it  as  a  loss. 


PROFIT     AND     LOSS     ACCOUNTS. 

For  theoretical  purposes,  however,  one  may  readily  suppose 
the  distinction  made.  That  having  been  done,  the  losses  and 
gains  are  collected  into  one  account,  usually  called  the  Profit 
and  Loss  Account.  In  this  account  the  losses  will  appear  on 
the  Dr.  side  and  the  gains  on  the  Cr.  side,  while  the  difference 
between  the  two  sides  will  show  the  total  gain  or  loss,  as  the 
case  may  be. 


As  every  source  of  gain  or  loss  has  been  included  in  this 
account,  the  total  gain  made  during  the  period  under  review,  as 
shown  by  this  account  (or  the  total  loss,  as  the  case  may  be), 
will  agree  with  the  corresponding  figures  upon  the  Balance 
Sheet,  and,  if  there  is  no  error  in  the  books,  it  must  so  agree ; 
and  here  again  we  get  the  check  of  the  double  entry.  It  is  here 
also  that  the  especial  value  of  the  double  entry  shows  itself,  for 
a  very  few  moments'  consideration  will  show  that  the  question  : 
"How  have  we  made  our  profit?"  is  in  reality  almost  more 
important  than  the  question:  "What  profit  have  we  made?" 
As,  however,  the  point  involved  here  belongs  to  Accountancy 
rather  than  Bookkeeping,  it  will  not  be  dealt  with  further  at 
the  present  time. 


CHAPTER  II. 


MINUTES    RELATING     TO     ACCOUNTS. 

Even  at  the  present  stage  it  is  well  to  draw  the  reader's 
attention  to  one  or  two  points  which  are,  perhaps,  of  more 
practical  importance  than  anything  which  has  up  to  the  present 
been  considered,  and  which  may  usefully  be  mentioned  at  this 
stage.  The  first  point  is  the  extreme  importance  which  attaches 
not  only  to  the  correct  keeping  of  accounts  in  general,  but  also 
with  regard  to  that  part  of  a  company  secretary's  duties  which 
deal  with  the  minutes,  in  so  far  as  they  affect  the  accounts  of 
the  company.  In  general  terms  it  may  be  stated  that  the 
following  points  should  be  dealt  with  by  a  resolution  of  the 
directors  at  their  first  meeting  after  the  registration  of  a 
company  : — 

(i)   The  fixing  of  a  quorum. 

(2)  Nomination  of  the  company's  bankers. 

(3)  The  method  in  which  cheques  and  bills  are  to  be 
endorsed  and  signed  on  behalf  of  the  company. 

(4)  The  appointment  of  auditors. 

(5)  The  appointment  of  other  officers,  and  the  salaries  to 
be  allowed  to  each. 

(6)  The  method  to  be  adopted  as  to  moneys  received  at 
the  company's  ofllice,  in  respect  of  which  a  resolution  should 
always  be  passed  that  they  be  banked  forthwith. 

(7)  The  circumstances  under  which  the  seal  of  the 
company  shall  be  affixed  to  any  document. 
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All  these,  of  course,  are  general  matters,  but  the  like  care 
should  be  applied  to  a  complete  record  being  kept  of  any 
resolution  of  the  board  with  regard  to  any  particular  matter 
affecting  the  accounts  of  the  company ;  and  it  is  the  more 
important  that  the  secretary  should  be  precise  upon  these  points, 
inasmuch  as  in  many  cases  directors  are  apt  to  look  upon  them 
as  questions  of  detail  with  which  they  personally  are  not 
concerned.  In  particular  it  is  of  the  greatest  importance  that 
all  minutes  relating  to  allotments,  &c..  should  be  very  care- 
fully recorded,  but  this  is  a  question  that  will  be  dealt  with 
more  fully  at  a  later  stage. 


FIXED     AND     FLOATING     ASSETS. 

Another  point  which  may  profitably  be  considered  here  is  the 
distinction  between  "fixed"  and  "floating"  assets.  In  this 
connection  it  may  be  stated,  in  general  terms,  that  those  assets 
which  a  company  holds  for  the  purpose  of  being  fully  equipped 
to  carry  out  the  objects  set  forth  in  its  memorandum  of  associa- 
tion are  "fixed"  assets,  whereas  those  which  it  holds  for  the 
purposes  of  re-sale  in  the  course  of  carrying  out  the  objects  for 
which  it  was  registered  are  "floating"  assets.  It  will  thus  be 
seen  that  whether  or  not  a  given  asset  is  a  fixed  or  a  floating 
asset  will  vary  very  much  according  to  the  nature  of  the  busi- 
ness transacted  ;  thus,  with  an  ordinary  manufacturing  business, 
or  with  a  mining  business,  the  machinery  necessary  for  the 
purpose  of  carrying  on  the  ordinary  processes  is  in  the  nature 
of  a  fixed  asset ;  but  in  the  case  of  an  engineering  company, 
whose  business  it  is  to  sell  such  machines,  any  that  may  remain 
in  stock  are  stock-in-trade,  which  is  a  floating  asset.  Land  and 
buildings  with  the  vast  majority  of  companies  are  fixed  assets, 
but  in  the  case  of  a  land  development  company  they  are  floating 
assets.  Ordinarily  speaking,  investments  in  other  companies, 
or  Government  stocks.  &:r. ,  are  floating  assets;  but  in  the  case 
of  a  company  whose  chief  business  it  is  to  invest  its  capital  in 
such  securities  they  become  fixed  assets.  Thi.s,  perhaps,  .seems 
a  slight  contradiction  of  the  definition  given  above,  as  it  cannot 
be  said  to  be  a  necessary  part  of  an  equipment  of  an  invest- 
ment company  that  it  should   invest   its   capital — rather    is   it 
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pursuing  the  ordinary  objects  of  its  formation  when  it  does  so. 
The  only  explanation  that  can  be  offered  for  the  discrepancy  is 
that  it  has  been  held  in  the  Courts  that  in  the  case  of  invest- 
ment companies  the  investments  are  fixed  assets,  and  no  doubt 
it  has  arrived  at  this  decision  after  taking  into  account  the  fact 
that  the  company's  memorandum  of  association  described  the 
investment  of  its  capital  in  such  securities  as  one  of  the 
"objects"  of  the  company;  the  intention  being  that  they 
should  be  held  permanently,  and  not  merely  be  acquired  for 
purposes  of  re-sale. 


THE     DOUBLE- ACCOUNT     SYSTEM. 

In  a  few  classes  of  companies,  in  which  the  form  of  accounts 
is  regulated  by  Act  of  Parliament,  it  is  specially  provided  that 
a  separate  Balance  Sheet  shall  be  furnished,  upon  one  side  of 
which  are  to  be  fixed  assets,  and  upon  the  other  the  share  and 
loan  capital  of  the  company,  the  difference  between  them  only 
being  carried  forward  into  the  General  Balance  Sheet,  which 
deals  with  the  floating  assets  and  liabilities.  This  modifica- 
tion, although  perhaps  a  little  confusing  at  first,  is  really  a 
matter  of  detail  upon  which  there  is  no  occasion  to  spend  much 
time  at  present ;  but  it  is  well  to  point  out,  even  at  this  early 
stage,  that  whenever  the  "  Double- Account  System  "  (as  this 
system  is  called)  is  adopted  it  will  be  found  that  the  fixed 
assets  are  invariably  stated  in  the  accounts  at  the  actual  amounts 
which  they  have  respectively  cost,  without  any  deduction  being 
made  for  depreciation  or  fluctuation  of  value.  How,  if  at  all, 
these  points  are  dealt  with  in  the  accounts  of  companies  of  this 
description  it  will,  however,  be  better  to  consider  at  a  later 
stage,  when  discussing  the  question  of  depreciation  generally. 


DISTINCTION   BETWEEN   CAPITAL  AND    REVENUE. 

Coming  now  to  the  question  of  the  fundamental  distinction 
between  Capital  and  Revenue,  it  has  been  pointed  out  that,  in 
taking  out  a  Balance  Sheet  and  Trading  and  Profit  and  Loss 
Accounts  from  a  Trial  Balance  which  had  been  prepared  from 
the  Ledgers,    it   will   be   found  that  some   accounts    represent 
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assets  or  liabilities,  and  others,  sources  of  expense  or  income. 
It  is  perhaps  expedient,  however,  now  to  look  at  this  from 
another  point  of  view.  Every  entry  which  is  to  be  found  on  the 
debit  side  of  a  Ledger  Account  implies  that  the  owners  of  the 
business  have  expended  that  amount  upon  the  person  or  account 
indicated ;  while,  on  the  other  hand,  every  entry  to  be  found 
on  the  credit  side  of  the  Ledger  implies  that  the  owners  of 
the  business  have  received  from  the  person  or  account  indicated 
a  benefit  to  the  extent  stated.  Everything  which  can  find  an 
entry  in  books  of  account  entails  the  receipt  or  the  imparting 
of  a  benefit,  and  what  has  to  be  considered  later  on  is,  what 
is  the  effect  or  the  consequence  which  will  result  therefrom ;  or, 
on  the  other  hand,  what  returns  can  be  ultimately  expected  from 
it. 


With  regard  to  benefits  imparted,  if  an  equivalent  amount 
will  eventually  be  received  they  may  be  regarded  as  assets,  but 
if  an  equivalent  amount  will  not  be  eventually  received,  they 
must  fro  tanto  be  treated  as  a  loss.  In  many  cases,  of  course, 
the  debit  balance  standing  upon  a  Ledger  Account  will 
consist  partly  of  the  one  and  partly  of  the  other,  and  it  then 
becomes  necessary  to  discriminate  between  the  two.  That 
expenditure  which;  it  is  anticipated,  will  eventually  be  received 
(either  in  meal  or  malt)  is  in  the  nature  of  capital  expenditure ; 
while  that  which  it  is  expected  will  not  be  received  eventually 
is  in  the  nature  of  revenue  expenditure. 


The  same  remarks  apply  with  regard  to  the  credit  side  of  the 
Ledger  or  the  credit  balances  therein ;  these  are  all  prima  facie 
in  the  nature  of  benefits  received.  If  there  will  not  eventually 
have  to  be  a  corresponding  amount  paid  in  respect  of  these 
benefits,  they  are  profits,  or  revenue,  or  income.  If,  on  the 
other  hand,  they  are  benefits  received  which  are  of  a  temporary 
nature,  and  which  eventually  will  have  to  be  met  by  payment 
of  an  equivalent  amount,  they  are  in  the  nature  of  liabilities  or 
capital  receipts.  Those  amounts  which  are  capital  receipts  or 
payments  go  to  the  Balance  Sheet ;  those  amounts  which  are 
revenue  receipts  or  payments  go  to  the  Profit  and  Loss 
Account  or  Revenue  Account,  as  it  is  sometimes  called. 
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In  this  connection,  however,  it  is  well  to  guard  against  any 
misconception  as  to  what  is  meant  by  "  receipts  "  and  "  pay- 
ments." Ordinarily  speaking,  the  term  is  only  used  when  cash 
actually  passes ;  but  it  is  not  used  here  in  this  restrictive  sense, 
but  with  regard  to  benefits,  whether  they  take  the  form  of  cash 
or  anything  else.  Another  limitation  which  it  is  necessary  to 
add  in  this  connection  is  with  regard  to  those  companies  that 
keep  their  accounts  upon  what  is  called  the  Double-Account 
System.  It  has  just  been  mentioned  that  all  debit  balances 
which  eventually  will  be  received  are  capital  expenditure,  and 
all  credit  balances  which  eventually  will  have  to  be  charged 
are  capital  receipts.  The  terms  "capital  expenditure"  and 
"capital  receipts"  in  this  connection  are  used  for  want  of  a 
better  name;  but  it  is  hoped  that  the  reader  will  not  confuse 
them  with  the  distinction  between  the  Capital  Account  and  the 
General  Balance  Sheet  of  a  "Double-Account"  company. 
Everything  that  occurs  in  both  these  is  in  the  nature  of  a 
capital  receipt  or  a  capital  expense,  and  the  distinction  in  the 
Double- Account  System  is  not  between  capital  and  revenue  (for 
that  distinction  has  to  be  observed  in  every  set  of  accounts),  but 
between  fixed  and  floating  expenditure,  and  fixed  and  floating 
receipts.  That  is  to  say,  it  is  merely  a  subdivision  which,  for 
present  purposes,  may  be  disregarded.  If  the  Capital  Account 
and  the  General  Balance  Sheet  of  an  ordinary  double- account 
undertaking  were  amalgamated  into  one  Balance  Sheet,  they 
would  be  neither  more  nor  less  than  an  ordinary  (single-account) 
Balance  Sheet  prepared  in  the  usual  way. 


It  is  hoped  that  by  this  time  the  reader  will  have  begun  to 
appreciate  the  general  distinction  between  Capital  and 
Revenue.  The  transactions  which  are  continually  going  on  in 
a  company,  or  any  other  undertaking,  are  of  two  classes,  or  a 
combination  of  those  two.  The  one  class  is  a  mere  transfer  of 
assets  from  one  person  to  another,  carrying  with  it  a  corre- 
sponding liability  for  the  person  who  has  received  the  asset  to 
repay  its  equivalent  to  the  first  person.  This  class  of  trans- 
action affects  only  the  Balance  Sheet,  and  in  no  way  the 
Profit  and  Loss  Account.  It  is  what  may  be  called  a  "  capital  " 
transaction.  On  the  other  hand,  there  are  several  classes  of 
transactions  which  involve  the  payment  of  a  certain  sum  from 


BOOKKEEPING    FOR   COMPANY    SECRETARIES.  1 5 

one  person  to  another  which  will  not  eventually  have  to  be 
repaid.  These  last  are  "revenue"  items;  that  is  to  say,  they 
affect  the  Profit  and  Loss  Account  alone.  Many  transactions, 
of  course,  partly  affect  the  Balance  Sheet  and  partly  affect  the 
Profit  and  Loss  Account. 

No  doubt  the  reader  is  sufficiently  acquainted  with  the 
general  theory  of  double  entry  for  it  to  be  unnecessary  to 
enlarge  very  much  upon  this  point,  but  for  the  sake  of  clearness 
it  is  well  to  give  one  example.     It  is  this — 

Supposing  in  the  Balance  Sheet  of  a  company,  as  it  stands 
at  present,  the  stock-in-trade  is  stated  as  being  ;£5oo  :  then, 
supposing  the  company  sells  ;£^ioo  of  this  stock  for  ;£i20,  there 
is,  of  course,  a  debit  to  the  purchaser  to  that  amount.  In 
practice,  ;^i2o  is  also  credited  to  the  Sales  Account  (or  the 
Stock  Account  or  Goods  Account,  as  the  case  may  be) ;  in  each 
case  the  general  principle  being  the  same,  that  eventually  it 
comes  to  the  credit  of  the  Trading  Account.  But  what,  strictly 
speaking,  takes  place  is  this,  that  the  actual  Stock  Account 
has  to  be  credited  with  ;^ioo  in  respect  of  assets  which  have 
been  parted  with  (which  is  a  capital  item),  while  the  ;;^2o 
is  a  benefit  received — from  a  Bookkeeping  point  of  view  with- 
out any  corresponding  consideration — which  will  not  have  to 
be  returned,  and  is  therefore  a  revenue  item.  Numerous  other 
examples  of  composite  transactions,  involving  both  capital  and 
revenue,  will  doubtless  readily  occur  to  the  reader. 

What  is  really  of  more  practical  importance  in  connection 
with  this  distinction  between  capital  and  revenue  is  with  regard 
to  more  unusual  items,  such  as  whether  a  certain  expenditure 
in  improvements  may  be  taken  as  being  a  capital  item,  or  whether 
a  part  of  it  ought  not  to  be  written  off  at  once  as  revenue. 
Here,  again,  the  same  principle  applies.  Traders  are  entitled 
to  treat  as  capital  expenditure  anything  which  directly  increases 
the  value  of  their  assets ;  but  anything  which,  after  they  have 
spent  it,  does  not  really  place  them  in  a  better  pKJsition  than 
that  which  was  shown  by  the  books  as  they  previously  appeared, 
must  be  treated  as  a  revenue  item.  That  is  to  say,  supposing 
they  have  a  building  worth,  say,  ;^i,ooo.  and  afterwards  spend 
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money  in  the  improvement  of  that  building  which  comes  to 
;^20o ;  then  if  the  building,  as  it  subsequently  stands,  is  really 
worth  ;^i,2oo  to  them  they  may  treat  the  full  amount  as  capital 
expenditure;  but  if,  on  the  other  hand,  the  building  is  only 
worth  ;^i,ioo  to  them,  the  mere  fact  that  its  value  has  been 
increased  at  least  j£2oo  by  the  expenditure  of  that  amount 
does  not,  in  itself,  justify  them  in  debiting  the  building  account 
for  this  jQ200 ;  or,  at  all  events,  not  unless  at  the  same  time 
they  write  off  ;^ioo  in  respect  of  the  excess  of  the  original 
amount  at  which  the  value  stood  in  the  books  over  the  actual 
value  at  that  time. 

FORM    O^    ACCOUNTS. 

The  object  of  all  Balance  Sheets  is  to  show  the  real  financial 
position  of  a  concern  as  at  the  date  of  that  Balance  Sheet,  while 
the  object  of  all  Trading,  Profit  and  Loss,  or  Revenue  Accounts 
is  to  show  the  result  of  its  transactions  during  the  period 
covered,  in  such  a  manner  as  may  be  most  useful  to  those  who 
are  concerned  in  its  finances.  The  consequence  is  that 
Balance  Sheets  do  not  (or  at  least  should  not)  vary  very  much 
in  their  essential  form,  although  they  may  vary  in  details ;  but 
on  the  other  hand,  the  Revenue  and  other  similar  accounts  will 
vary  very  materially,  according  to  the  nature  of  the  trans- 
actions which  have  occurred.  Shortly  speaking,  undertakings 
may  be  divided  into  three  classes  : — 

(i)  Manufacturing  undertakings ; 

(2)  Trading  undertakings ; 

(3)  Non-trading  undertakings ; 

by  which  latter  are  meant  those  which  are  not  engaged  in  a 
manufacture  or  a  trade. 

MANXJFACTURERS'     ACCOUNTS. 

In  manufacturing  undertakings  it  is  usual  to  group  the 
various  revenue  items  in  several  sections,  on  account  of  the 
great  value  of  such  grouping  to  those  persons  who  are  con- 
cerned   in   the    management   of  the    undertaking.     The    first 
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section,  which  is  usually  called  the  Manufacturing  or  Trading 
Account,  contains  on  the  one  side  those  items  which  have 
contributed  to  the  cost  of  manufacturing  the  goods  in  question, 
and  on  the  other  side  the  gross  proceeds  which  have  been 
realised  on  such  manufacture;  these  figures  being,  of  course, 
modified  by  any  difference  in  the  stock  on  hand  at  the  start  and 
the  close  of  the  period.  The  next  section,  which  is  generally 
called  the  Profit  and  Loss  Account,  brings  down  upon  the 
credit  side  the  gross  profit  upon  the  actual  manufacture,  and 
details  upon  the  debit  side  the  cost  of  distribution,  and  various 
financial  expenses  in  connection  therewith.  Any  further  sources 
of  income  appear  to  the  credit  of  this  account,  and  the 
result  is  the  actual  net  profit  which  may  have  been  earned. 

In  the  case  of  a  private  firm  of  manufacturers  this  profit  is 
often  carried  direct  to  the  Capital  Accounts  of  the  various  pro- 
prietors in  the  proportions  which  have  been  agreed  upon 
between  them ;  but,  in  the  case  of  a  company,  the  profit  cannot 
be  allocated  until  a  general  meeting  has  been  held  and  the 
shareholders  have  decided  what  is  to  be  done  with  it.  The 
balance  is  therefore  carried  forward,  or  in  practice  transferred 
to  another  account,  which  is  usually  called  the  "  Profit  and 
Loss  .Appropriation  Account,"  or  the  "  Net  Revenue  Account," 
or  some  such  similar  name.  It  stays  upon  this  account  until 
the  shareholders  have  decided  what  dividend  is  to  be  declared, 
and  what  amount  is  to  be  carried  to  the  Reserve,  when  the 
necessary  entries  are  made,  and  any  balance  which  is  left  upon 
the  account  "to  be  carried  forward"  to  the  next  year  is 
actually  left  upon  this  account  in  the  Ledger,  so  as  to  form  a 
starting  balance  to  which  the  next  year's  profits  are  added  in 
due  course.  The  form  of  these  accounts  and  the  mode  of 
making  the  necessary  entries  for  the  payment  of  dividends,  &:c., 
will  be  dealt  with  at  a  later  stage. 


TRADERS'    ACCOUNTS. 

The  case  of  a  trading  company  is  different  only  in  degree 
from  that  of  a  manufacturing  company;.  Here,  also,  the 
Revenue  Account  is  divided  into  two  main  sections  ;  the  first 
being  mainly  directed  to  showing  the  actual  cost  of  the  goods 
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which  have  been  sold,  as  against  the  gross  amount  which  has 
been  received  for  those  goods.  The  difference,  which  here 
again  is  called  the  "gross  profit,"  is  carried  down,  and  the 
establishment  and  financial  expenses  charged  against  it,  the 
result  being  a  net  profit,  which  is  dealt  with  as  before. 

NON- TRADERS'    ACCOUNTS. 

With  regard  to  non-trading  concerns,  there  is  usually  no 
occasion  for  this  division  of  the  Revenue  Account  into  two 
sections.  One  account  is  sufficient  for  all  practical  purposes 
in  the  vast  majority  of  cases,  upon  the  credit  side  of  which  will 
appear  the  items  of  income,  or  profit  earned,  and  upon  the 
debit  all  the  items  of  expenditure  or  loss  incurred.  These,  of 
course,  will,  under  ordinary  circumstances,  be  grouped  under 
convenient  headings  for  the  sake  of  comparison.  The  net 
profit  will  be  dealt  with  in  exactly  the  same  way  as  before,  the, 
only  fundamental  distinction  being  that  in  the  case  of  trading 
or  manufacturing  companies  there  are  virtually  three  sections 
to  the  Revenue  Account — viz.,  Trading  Account,  Profit  and 
Loss  Account,  and  Net  Revenue  Account ;  while  in  the  case  of 
non-trading  companies  there  are  only  the  two  latter  sections. 
But  all  these  are  matters  of  detail,  it  being  really  quite 
immaterial  (so  far  as  the  fundamental  principles  of  Book- 
keeping are  concerned)  how  many  sections  there  may  be  in 
the  account ;  as  a  whole  it  is  a  Revenue  Account  and  includes 
all  revenue  items,  whether  of  income  or  expenditure,  so  that 
the  result  shows  a  Net  Profit,  or  Loss,  as  the  case  may  be. 


CHAPTER  III. 


SECTIONAL     BALANCING. 

The  next  point  claiming  the  careful  attention  of  the  reader 
is  "Adjustment  Accounts"  (or  "Control  Accounts"),  which 
are  introduced  into  the  various  Ledgers  of  a  system  of  Book- 
keeping for  the  sake  of  making  each  Ledger  self-balancing. 

It  is  unnecessary  to  enlarge  upon  the  advantage  of  being  able 
to  locate  a  clerical  error  in  the  balancing  of  books  in  the  case  of 
a  system  which  involves  the  use  of  a  considerable  number  of 
separate  Ledgers.  Most  readers  will  have  had  some  experience 
of  such  extended  systems  of  Bookkeeping,  and  have  realised 
the  importance  of  this  for  themselves. 

The  details  in  connection  with  Adjustment  Accounts  vary 
under  different  circumstances,  but  the  general  principle  is  that 
each  separate  Ledger  should  be  so  arranged  as  to  possess  within 
itself  all  the  necessary  materials  for  a  complete  Trial  Balance. 
That  is  to  say,  each  Departmental  Ledger  should  contain  a 
"  General  Ledger  Adjustment  Account,"  while  the  General 
Ledger  should  contain  an  Adjustment  Account  for  each  of  the 
Departmental  Ledgers.  To  the  Adjustment  Accounts  in  the 
various  Departmental  Ledgers  are  posted  contra  entries  for 
every  single  entry  that  occurs  elsewhere  in  that  particular 
Ledger ;  but,  of  course,  these  contra  p>ostings  are  not  made  in 
detail,  but  in  totals,  as  otherwise  an  enormous  amount  of  labour 
would  be  involved.  In  the  same  manner  the  various  Adjust- 
ment Accounts  which  occur  in  the  General  Ledger  each  contain 
the  contra  entries  of  such  entries  as  are  entered  in  the  General 
Ledger  as  would — but  for  these  Adjustment  Accounts — have 
no  contra  entry  at  all  in  that  particular  Ledger. 
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Thus  the  total  of  the  sales  is  jx)sted  to  the  credit  of  Sales 
Account  in  the  General  Ledger ;  the  corresponding  debit  of 
this  entry  (if  there  be  no  system  of  sectional  balancing)  would 
be  the  debit  to  the  various  customers  in  the  Sold  Ledger.  When 
"  self -balancing  "  Ledgers  are  used,  however,  the  practice  is 
as  follows  : — The  various  items  are  still  debited  to  the 
customers  in  the  Sold  Ledger,  and  the  total  sales  still  posted 
to  the  Sales  Account  in  the  General  Ledger.  In  addition,  how- 
ever, the  double  entry  of  the  Sold  Ledger  is  completed  by  the 
monthly  total  of  the  sales  being  posted  to  the  credit  of  the 
General  Ledger  Adjustment  Account  in  the  Sold  Ledger ;  while 
the  double  entry  of  the  General  Ledger  is  completed  by  the 
monthly  total  of  the  sales  (in  addition  to  being  posted  to  the 
credit  of  the  Sales  Account)  being  also  posted  to  the  debit  of  the 
Sold  Ledger  Adjustment  Account  in  the  General  Ledger.  All 
other  transactions  are  treated  in  a  similar  manner.  Where  there 
is  a  considerable  number  of  Sold  Ledgers,  separate  Adjustment 
Accounts  are  usually  kept  for  each. 


From  what  has  been  said  it  will  be  seen  that  the  entries  which 
occur  in  the  General  Ledger  Adjustment  Account  in  the  Sold 
Ledger  will  be  identical  with  (but  opposite  to)  the  entries  which 
occur  in  the  Sold  Ledger  Adjustment  Account  in  the  General 
Ledger ;  and  that  therefore  the  balance  of  these  two  Adjustment 
Accounts  will  always  be  the  same  if  the  books  are  correct. 
But  the  balance  will  fall  upon  different  sides — namely,  upon  the 
credit  side  of  the  account  in  the  Sold  Ledger  and  upon  the 
debit  side  of  the  account  in  the  General  Ledger.  If  these  two 
balances  agree  one  may  feel  reasonably  satisfied  that  the  post- 
ings are  correct,  provided  each  Ledger  separately  balances ;  but 
in  the  event  of  their  not  agreeing  it  ought  to  be  a  comparatively 
simple  matter  to  trace  the  difference,  because,  not  only  should 
the  balances  of  the  two  accounts  agree,  they  should  correspond 
item  for  item. 
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To  make  this  clear,  the  following  example  of  these  Adjust- 
ment Accounts  is  appended  : — 


Dr. 


General  Ledger  (Adjustment)  Account.* 


Cr. 


I9I8 

£ 

s 

d 

1918 

£ 

s    -d 

Oct.  31 

To  Cash 

700 

0 

0 

Oct.    I 

Bv  Balance 

1,500 

0    0 

,,  Discount 

20 

0 

0 

,.    31 

„  Sales  . . 

1,200 

0    0 

„  Returns 

40 

0 

0 

Nov.  30 

„      do. 

900 

0    0 

Nov.  30 

„  Cash 
„  Discount 
,.  Returns 

800 
25 
20 

0 
0 
0 

0 
0 
0 

Dec.  31 

„      do. 

700 

0    0 

Dec.  31 

„  Cash 

„  Discount     . 

„  Returns 

„  Bills    Receiv 

600 
15 
30 

0 
0 
0 

0 
0 
0 

able 

750 

0 

0 

„  Bad  Debts 

50 

•  0 

0 

„  Balance  down 

1,250 

0 

0 

1919 

£4,300 

0 

0 

£4,300 

0    0 

Jan.   I 

By  Balance  down 

1,250 

0    0 

Dr. 


Sold  Ledger  (Adjustment)  Account. | 


Cr. 


19x8 

£ 

s 

d 

1913 

£      s    d 

Oct.    1 

To  Balance 

1,500 

0 

0 

Oct.  31 

By  Cash  . . 

700    0    0 

..    31 

„  Sales 

1,200 

0 

0 

„  Discounts 

20    0    0 

Nov.  30 

„     do. 

900 

0 

0 

„  Returns 

40    0    0 

Dec.  31 

„     do. 

700 

0 

0   : 

1 

Nov.  30 
Dec.  31 

„  Cash  . . 
,,  Discounts 
„  Returns 
„  Cash  . . 
„  Discounts 
„  Returns 
„  Bills      Receiv- 
able 
„  Bad  Debts    . . 
„  Balance   down 

800    0    0 
25    0    0 

20      0      0 

600    0    0 
15    0    0 
30    0    0 

750    0    0 

50    0    0 

1,250    0    0 

£4,300 

0 

^ 

C  1,300    0    0 

1919 

Jan.    I 

I'n  Balance  down 

1,250 

0 

0 

*Tbis  is  one  of  the  Accounts  in  the  Sold  Leclger. 
tThis  is  one  of  the  Accounts  in  the  General  Ledger. 


2  2  BOOKKEEPING  FOR   COMPANY   SECRETARIES. 

GENERAL  PRINCIPLE   OF  ADJUSTMENT  ACCOUNTS. 

Before  leaving  this  question  of  Adjustment  Accounts  as  a 
means  of  balancing  Ledgers  separately,  it  is  well  to  call 
attention  to  the  following  points,  which,  no  doubt,  will  help  to 
clear  up  any  difficulties  which  may  be  experienced  in  under- 
standing the  application  of  the  general  principle. 

The  mere  fact  that  one  Ledger  is  divided  into  two  or  more 
books  does  not  ipso  facto  alter  its  nature.  The  Ledger,  as  a 
whole,  still  records  the  double  effect  of  each  transaction.  At 
any  time  the  sum  of  its  debits  will  therefore  always  equal  the 
sum  of  its  credits.  Consequently,  a  Trial  Balance  of  a  set  of 
Ledgers  can  always  be  taken  out  by  abstracting  every  balance, 
and  the  total  of  the  debit  balances  will  always  equal  the  total 
of  the  credit  balances  if  the  postings  ar«  correct.  There  is  thus 
no  difficulty  in  testing  the  accuracy  of  a  set  of  Ledgers,  pro- 
vided all  the  Ledger  balances  are  extracted.  On  the  other 
hand,  when  there  is  more  than  one  Ledger — or,  at  all  events, 
when  there  are  more  than  two  or  three  Ledgers — it  will  very 
soon  be  found  that  the  number  of  balances  is  so  large  that, 
when  the  Trial  Balance  does  not  agree,  it  is  a  very  difficult 
matter  to  localise  the  error.  Hence  it  is  very  desirable  that 
there  should  be  some  means  of  verifying  the  accuracy  of  each 
Ledger  separately,  and  it  is  for  this  purpose  that  the  Adjust- 
ment Accounts  are  introduced.  Incidentally  it  may  be 
mentioned,  however,  that  they  are,  in  practice,  particularly 
valuable,  because,  by  their  means.  Trade  Ledgers  (which  usually 
contain  the  heaviest  amount  of  posting)  may  be  balanced 
separately,  not  only  when  a  general  balance  is  being  struck,  but 
also  from  time  to  time  throughout  the  year.  In  practice  it  is 
usual  for  them  to  be  balanced  at  least  once  a  month,  and  with^ 
out  Adjustment  Accounts  this  could  not  be  done  without 
balancing  all  the  books  monthly. 

PRACTICAL  WORKING  OF  ADJUSTMENT  ACCOUNTS. 

With  regard  to  the  practical  working  of  the  Adjustment 
Accounts,  it  is  necessary  that  those  subsidiary  books  from 
which  the  various  Ledgers  are  posted  should  either  be  in 
separate  sets  (one  set  for  each  Ledger),  or  else  that  they  should 
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be  of  the  columnar  type,  a  separate  column  being  devoted  to 
the  postings  which  have  to  go  into  each  separate  Ledger.  In 
practice  by  far  the  most  convenient  way  is  to  have  separate 
Day  Books  for  each  Ledger ;  but  with  regard  to  the  Cash  Book 
it  is  sometimes  best  to  have  a  columnar  one,  while,  in  other 
cases,  separate  subsidiary  Cash  Books  are  more  convenient. 
Transfers  from  one  Ledger  to  another  may  be  conveniently 
passed  through  a  Transfer  Journal ;  and,  for  all  practical  pur- 
poses, it  will  be  quite  sufficient  if  the  contents  of  this  Transfer 
Journal  are  analysed  at  the  end  of  each  month,  and  posted  to 
the  various  Adjustment  Accounts. 

The  chief  difference  in  the  system  of  Bookkeeping,  where 
Adjustment  Accounts  are  used,  will  be  with  regard  to  the 
General  Ledger.  Ordinarily  speaking,  the  General  Ledger  is 
posted  up  from  the  totals  of  the  various  Day  Books  and  the 
General  Cash  Book,  and  in  the  case  of  most  trading  or  manu- 
facturing undertakings  the  number  of  Journal  entries  will  be 
very  few.  It  is  not  really  necessary  that  the  number  should  be 
increased  because  the  Adjustment  Accounts  are  used,  as  the 
necessary  postings  of  Day  Book  totals  can  still  just  as  easily  be 
made  from  the  Day  Books  direct  as  through  the  Journal ;  but 
as,  when  employing  self-balancing  Ledgers,  two  entries  have 
now  to  be  made  in  the  General  Ledger  itself,  it  is,  perhaps, 
desirable  that  Journal  entries  should  be  made  to  enable  this  to 
be  done.  The  system  of  checking  the  Journal  totals  against 
the  Ledger  totals  can  then  be  applied  with  little  or  no  additional 
labour. 


CHAPTKll  IV. 


ACCOUNTS     OF     BRANCHES. 

The  next  point  to  be  considered  is  the  means  of  control  that 
a  good  system  of  accounting  will  enable  traders  and  others  to 
exercise  upon  the  transactions  occurring  at  the  branches  of  a 
business. 

It  is  here,  perhaps,  even  more  than  for  the  purpose  of 
balancing  the  various  Ledgers  separately,  that  the  principle  of 
the  Adjustment  Account  is  most  valuable.  As  has  already 
been  pointed  out  in  connection  with  the  balancing  of  Ledgers 
separately,  it  was  a  matter  of  detail  as  to  whether  or  not  the 
accounts  of  an  undertaking  were  kept  in  one  or  more  Ledgers. 
The  same  remark  applies  with  regard  to  the  number  of  branches 
at  which  the  transactions  are  carried  on.  It  is  a  matter  of 
detail  how  many  places  of  business  an  undertaking  has.  Its 
transactions  as  a  whole  are  recorded  in  the  books  as  a  whole, 
and  it  is  quite  immaterial  whether  some  of  the  books  are  kept — 
and  some  of  the  transactions  take  place — at  a  distant  part, 
rather  than  at  the  headquarters  of  the  business  itself.  The 
great  point  is  that  those  at  the  head  office  naturally  want  to 
know  what  is  going  on  at  the  branches  from  time  to  time ;  and 
they  want  a  system  of  accounts  devised  which  will  enable  them 
not  merely  to  check  the  branches'  accounts,  but  also  to  weave 
them  into  the  accounts  that  are  kept  at  the  head  office. 
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SYSTEM     OF     CONTROL. 

This  is  done  by  merely  treating  the  Ledgers  of  each  separate 
branch  in  exactly  the  same  way  as  a  self -balancing  Depart- 
mental Ledger  would  be  treated ;  that  is  to  say,  in  the  General 
Ledger  at  the  head  office  there  is  an  Adjustment  Account  called 
"Branch  Account,"  to  which  all  transactions  passing  between 
the  head  office  and  that  particular  branch  are  posted  in  the 
head  office  books.  In  the  branch  books  there  is  kept  a  similar 
Adjustment  Account  called  the  "Head  Office  Account,"  to 
which  the  branch  bookkeeper  posts  all  the  transactions  occurring 
between  the  head  office  and  the  branch.  The  result,  of  course, 
is  that,  if  both  these  Adjustment  Accounts  are  correct,  they 
will  invariably  show  the  same  balance,  but  upon  different  sides. 
When  balancing  time  comes,  therefore,  if  the  branch  remits  a 
Trial  Balance  of  its  Ledgers,  that  Trial  Balance  can  be  woven 
into  the  one  extracted  at  the  head  office  by  being  used  merely 
as  an  explanation  of  the  balance  appearing  on  the  Branch 
Account  in  the  head  office  books.  Usually — and  indeed  almost 
invariably — this  account  will  appear  as  a  debit  balance  in  the 
head  office  books,  representing  the  amount  of  capital  invested  in 
the  branch ;  but  this,  of  course,  is  modified  from  time  to  time, 
when  the  branch  Trial  Balance  comes  in,  by  transfers  to  and 
from  Revenue  Account.  For  the  sake  of  making  this  quite  clear 
an  example  is  appended,  showing  fro  forma  Trial  Balance  (in 
very  simple  form)  of  a  head  office  and  branch,  and  an  aggregate 
Trial  Balance  showing  how  these  two  are  amalgamated. 

Branch  Office  Trial  Balance.  3tst  December  1918. 


Sundry  Debtors  (Sold  Ledger  Acxount) 
Sundry  Creditors  (Bought  Ledger  Account) 
Stock  (on  31st  December  1918)     . . 

Head  Office  Accoiint  

Cash 

Fixtures,  &c 

Trading  Account  (gross  profit) 
General  Expenses 


•      £      s    d 
1,250    o    o 


500  o  o 

1,000  o  o 

500  o  o 

£5.750  o  o 


£  s  d 

200  o  o 

4,350  o  o 

1,200  o  o 

£5.750  o  o 
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Head  Office  Trial  Balance.  31st  December  1918. 


Sbaie  Capital  Account        

Buildings  Account 

Fixtures,  &c.             

Branch  Office  Account        

I      s    d 

a, 500    0    0 
1,250    0    0 
4,350    0    0 

£  »  d 
15,000    0    0 

Stock 

Cash 

Gross  Profit 

General  Expenses 

Sundry  Debtors        

Sundry  Cieditois 

3,000    0    0 
2,000    0    0 

1,000    0    0 
3,900    0    0 

3,000  0  0 
2,000    0    0 

£20,000    0    0 

£20,000    0    0 

Aggregate  Trial  Balance,  31st  December  J9i8. 


1 

( 

s 

d 

£ 

s 

d 

Share  Capital  Account 

15,000 

0 

0 

Buildings  Account     . . 

2,500 

0 

0 

Fixtures,  &c..  Account 

2,250 

0 

0 

Stock  Account           

7,500 

0 

0 

Cash 

2,500 

0 

0 

Trading  Account  (gross  profits 

4,200 

0 

0 

General  Expenses 

1,500 

0 

0 

Sundry  Debtors         

5.150 

0 

0 

Sundry  Creditors 

•     i 

2,200 

0 

0 

1  £2r,40o 

0 

0 

£21,400 

0 

0 

The  following  accounts  are  compiled  from  the  Trial  Balances 
shown  above.  They  are  given  in  tabular  form,  as  being  the 
more  unusual ;  but  the  reader  will  readily  be  able  to  grasp  how 
they  would  appear,  were  the  Profit  and  Loss  Accounts  and 
Balance  Sheets  each  shown  separately. 
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FOREIGN     BRANCHES. 

It  not  infrequently  happens  that  the  branch  is  in  a  foreign 
country,  and  that,  therefore,  its  transactions  take  place  for  the 
most  part  in  the  foreign  currency.  Then  comes  in  the  question 
as  to  how  these  transactions  in  foreign  currency  are  to  be 
treated  in  the  head  office  books ;  of  course,  the  Trial  Balance 
of  the  branch  office  will  naturally  be  in  the  currency  in  which 
the  transactions  have  occurred,  otherwise  an  enormous  amount 
of  labour  would  be  involved. 

In  order  to  exemplify  this,  let  it  be  supposed  that  the  branch 
accounts,  of  which  a  Trial  Balance  is  shown  on  page  25,  are  in 
respect  of  transactions  which  took  place  in  France.  This  Trial 
Balance  would  appear  in  the  French  currency  as  follows  : — 
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Francs 
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110382.92 
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Francs 
31.562.50 

63  125.00 

12.625.00 
25,400.00 

13,080  42 
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Sundry  Debtors        

Sundry  Creditors 

Stock     

Head  Office 

Cash 

Fixtures           

Trading  Account 

Exchange  Account 
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The  only  account  which  it  is  necessary  should  be  kept  in 
sterling  in  the  Branch  Ledger  is  the  "Head  Office  Account." 
This  account  records  the  transactions  between  the  head  office 
and  the  branch.  It  is  convenient,  however,  that  the  account 
should  really  be  kept  in  two  sections — that  is  to  say,  that  the 
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Head  Office  Account  should  be  dealt  with  only  when  the  books 
are  balanced,  and  the  current  transactions  should  be  posted  to 
a  Head  Office  Remittance  Account.  The  advantage  of  this  is 
that  it  becomes  very  much  easier  to  balance  the  branch  accounts 
with  the  head  office  books,  when  the  branch  Trial  Balance  is 
received  at  the  head  office. 


TREATMENT  OF  FOREIGN  CURRENCIES. 

All  that  remains  to  be  done  after  these  two  have  been 
balanced  is  to  convert  the  Trial  Balance  of  the  branch  into 
sterling,  which  is  most  conveniently  done  by  extending  the 
amounts  in  further  columns,  added  to  the  existing  Trial  Balance 
as  shown  on  the  preceding  page.  There  is,  however,  a  general 
question  of  principle,  which  it  is  important  to  recognise  before 
commencing  these  operations.  The  conversion  of  the  Remit- 
tance Account  and  the  Head  Office  Account  has  already  been 
done,  and  these  items  must  be  extended  at  the  actual  figures 
appearing  in  the  branch  books,  which  also  agree  with  the 
figures  appearing  in  the  head  office  books.  The  remainder  of 
the  items  in  this  Trial  Balance  are  of  three  classes.  They  are  : — 

(i)  Fixed  assets  and  liabilities. 

(2)  Floating  assets  and  liabilities ;  and 

(3)  Revenue  items. 

The  fixed  assets  and  liabilities  may  safely  be  taken  at  the 
actual  figure  that  they  cost  in  English  money — that  ^s  to  say, 
they  will  be  extended  at  the  rate  of  exchange  of  the  day  when 
they  were  incurred  (or  if  the  expenditure  was  incurred  at  fre- 
quent intervals  spread  over  a  period,  then  at  the  average  rate 
ruling  during  that  time — i.e.  at  a  constant  rate).  The  floating 
assets  and  liabilities  must,  however,  be  extended  at  the  rate 
of  exchange  ruling  at  the  date  of  balancing,  as  this,  of  course, 
is  the  sterling  value  of  these  items  on  that  day,  and  it  is  a 
matter  of  principle  that  they  should  be  valued  upon  the  basis 
of  a  going  concern.  The  revenue  items,  on  the  other  hand,  are 
the   totals   of   transactions  occurring   over   the  whole  of   the 
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period,  and  are  not  figures  in  respect  of  any  one  day.  It,  there- 
fore, would  not  do  to  convert  them  at  the  rate  of  exchange 
ruling  at  the  date  of  the  accounts.  This  would  not  give  any 
proper  idea  of  the  effect  of  the  transactions.  A  better  method 
is  to  adopt  the  average  rate  of  exchange  ruling  during  that 
period,  but  many  undertakings  prefer  to  adopt  what  they 
regard  as  a  normal  rate  of  exchange.  This  latter  has  the 
advantage  of  continuity  between  the  various  periodical  accounts, 
but  it  is  theoretically  less  correct  than  the  average  rate.  It  is 
hardly  necessary  to  point  out  that,  if  more  than  one  rate  of 
exchange  is  used  for  the  conversion  of  the  various  items  in  the 
foreign  currency,  the  result  will  be  that  the  sterling  columns 
of  the  Trial  Balance  will  not  agree,  although  the  currency 
columns  do  agree.  The  difference  must  be  inserted  as  being 
the  "Difference  in  Exchange";  it  may  be  either^ a  loss  or  a 
profit,  according  to  the  circumstances  of  the  case. 

It  is  now  possible  to  amalgamate  the  various  items  of  the 
Branch  Trial  Balance  with  the  Head  Office  Trial  Balance,  and 
from  the  two  there  can  be  struck  a  Balance  Sheet  and  Profit 
and  Loss  Account  for  the  whole  undertaking.  In  many  cases 
it  is  desirable  that  this  should  be  supplemented  by  Balance 
Sheets  and  Profit  and  Loss  Accounts  of  the  various  branches 
and  of  the  head  office  separately  ;  but  this,  of  course,  is  a 
matter  which  can  easily  be  performed  by  following  the  process 
already  described. 


ACCOUNTS   OF   BRANCHES    KEPT    AT   HEAD   OFFICE. 

It  may  be  added  that  in  many  cases  the  transactions  which 
occur  at  branches  are  not  sufficiently  numerous  or  complex  for 
it  to  be  necessary  that  any  really  complete  system  of  accounts 
should  be  kept  out  there,  and  in  some  cases — as,  for  instance, 
in  a  mine — it  is  desirable  that  the  accounts  which  have  to  be 
kept  there  should  be  framed  upon  such  lines  that  they  can  be 
kept  by  one  who  is  not  a  skilled  bookkeeper.  This,  however, 
involves  the  remittance  of  periodical  ' '  returns ' '  to  the  head 
office.  These  "returns"  are,  ordinarily  speaking,  merely  in 
the  form  of  an  Account  of  Receipts  and  Payments,  which  is 
journalised  in  the  head  office  books  in  a  sunmiarised  form,  the 
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various  items  of  receipt  being  debited  to  the  manager,  and  his 
payments  posted  to  his  credit.  When  it  becomes  necessary  to 
balance  the  accounts,  this  periodical  Cash  Account  is  supple- 
mented by  a  statement  of  outstanding  assets  and  liabilities  at 
the  branch,  and  these  are  incorporated  in  the  head  office  books 
by  means  of  Journal  entries. 

When  this  system  is  adopted  it  is,  of  course,  only  necessary 
for  a  Cash  Book,  or  perhaps  a  Wages  Book  in  addition,  to  be 
kept  at  the  branch  ;  but  although  very  suitable  for  mining  under- 
takings and  others  of  a  similar  nature,  it  is  quite  inadequate 
where  any  important  trade  or  manufacture  is  carried  on.  In 
these  latter  cases  it  is  essential  that  proper  books  should 
be  kept  upon  the  spot,  and  that  they  should  be  controlled  from 
the  head  office  in  the  manner  which  has  already  been  indicated. 

Occasionally  full  duplicates  of  the  branch  books  are  kept  at 
the  head  office;  this  in  no  way  affects  the  system  of  accounts, 
however,  as — from  a  bookkeeping  point  of  view — it  is  quite 
immaterial  where  the  books  are  kept. 


ADDITIONAL    CHECK     ON     BRANCHES. 

With  regard  to  trades,  however,  there  is  one  other  means  of 
control  which  it  seems  desirable  to  point  out,  as,  up  to  the 
present,  it  does  not  appear  to  he  utilised  so  much  as  it  might  be. 
It  is  this.  In  the  case  of  a  wholesale  or  retail  firm  employing 
various  depots  for  the  sale  of  their  goods,  all  of  which  are 
purchased  by  or  manufactured  at  headquarters,  if  the  goods 
are  invoiced  out  to  the  various  depots  at  selling  price,  instead 
of  at  cost  price,  then  the  Trading  Account  of  the  branch  should, 
in  the  nature  of  things,  show  no  balance  whatever,  either  to  the 
debit  or  to  the  credit.  Any  balance  which  it  may  show  repre- 
sents either  that  the  goods  have  been  sold  at  more  than  the 
price  at  which  it  was  intended  they  should  be  sold,  or  that 
they  have  been  sold  at  less  than  that  price,  or  else  that  there 
has  been  a  waste.  Thus  a  very  useful  and  reliable  check  upon 
the  stock  may  be  obtained  by  the  simple  method  of  invoicing 
the  goods  to  the  branches  at  the  selling  price. 


CHAPTER  V. 


TABULAR     BOOKKEEPING. 

Tabular  Bookkeeping  is  a  form  of  accounting  which  is  not 
in  very  general  use,  except  in  a  few  industries ;  but  with  regard 
to  those  particular  undertakings  in  which  it  is  adopted,  it  seems 
to  be  practically  the  only  form  in  which  the  accounts  can  be 
kept  without  a  very  considerable  amount  of  labour. 

The  general  principle  of  Tabular  Bookkeeping  is  this  :  An 
ordinary  Ledger  contains  a  distinct  account  for  each  separate 
person  or  thing  in  which  transactions  occur.  All  the  trans- 
actions relating  to  that  particular  account  are  entered  there- 
in, irrespective  of  the  date.  With  Tabular  Bookkeeping,  on 
the  contrary,  the  date  is  the  essence  of  the  division  of  pages, 
and  not  the  name  of  the  account.  That  is  to  say,  a  page — or, 
as  the  case  may  be,  a  certain  number  of  pages — is  used  for  all 
the  transactions  during  a  certain  period.  The  period  may  be 
either  a  day,  or  three  months,  or  six  months,  according  to  the 
nature  of  the  undertaking,  but  all  the  transactions  occurring 
during  that  p)eriod  (or  at  least  all  those  of  the  particular  class 
which  is  covered  by  the  Ledger  in  question)  are  entered  upon 
the  one  page,  or  series  of  pages,  dealing  with  that  date.  They 
are  entered  in  tabular  form  so  that  the  addition  one  way  repre- 
sents all  the  transactions  with  one  person,  and  the  addition  the 
other  way  represents  all  the  transactions  of  a  particular  descrip- 


34  BOOKKEEPING  FOR  COMPANY  SECRETARIES. 

tion.  It  is  merely  a  matter  of  convenience  which  of  the  totals 
is  vertical  and  which  is  horizontal ;  but  probably  the  usual  thing 
is  for  the  horizontal  totals  to  give  the  transactions  in  connection 
with  one  person,  and  for  the  vertical  totals  to  classify  the  trans- 
actions under  the  different  headings.  In  the  example  given  on 
pages  36-7,  however,  the  reverse  process  is  adopted ;  the  vertical 
columns  are  the  personal  accounts,  while  the  horizontal  lines 
are  the   nominal   accounts. 

The  example  shown  on  pp.  36  &  37  is  that  the  Visitors' 
Ledger  of  an  hotel.  It  is  probably  the  most  common  form  of 
Tabular  Ledger,  but  it  is  almost  the  only  one  in  which  the 
personal  accounts  will  be  found  in  vertical  columns.  As  has 
been  said  before,  however,  it  is  quite  a  matter  of  convenience 
•which  way  the  book  is  arranged,  and  the  Visitors'  Ledgers  of 
hotels  are  sometimes  to  be  found  with  the  visitors'  accounts 
arranged  in  horizontal  lines,  and  the  nominal  accounts  in  the 
vertical  columns. 

It  is  desirable  that  the  reader  should  very  carefully  consider 
this  form,  because  it  is  not  only  useful  as  an  explanation  of 
Tabular  Ledgers  themselves,  but  also  it  will  probably  help  to 
clear  up  any  lingering  doubts  that  may  still  remain  as  to  what 
the  system  of  double  entry  is,  and  to  dispel  these  doubts  at  once. 

For  all  practical  purposes  it  will  be  seen  that  this  Tabular 
Ledger  is  not  only  a  Ledger,  but  also  an  Analytical  Day  Book  ; 
no  other,  in  fact,  is  kept,  and  it  is  here  that  a  very  material 
saving  of  time  is  effected,  which  is  particularly  advantageous 
when  the  number  of  items  is  large — and  especially  so  in  the  case 
of  an  hotel,  where  it  is  absolutely  necessary  that  the  books 
should  at  all  times  be  kept  up  to  date. 
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Before  leaving  this  question  it  is  desirable  to  point  out  that 
the  form  of  Tabular  Ledger  here  reproduced  provides  for  the 
totals  of  the  various  nominal  accounts  being  carried  forward 
from  day  to  day.  At  the  end  of  the  month  they  will  be  posted 
to  the  Nominal  Ledger,  so  as  to  prevent  the  figures  getting  too 
cumbersome  by  reason  of  their  magnitude.  In  some  cases, 
however,  it  is  found  convenient  to  post  these  totals  daily  into 
a  Summary  Book,  where  they  are  collected,  and  the  weekly  or 
monthly  totals  conveyed  thence  to  the  Nominal  Ledger.  There 
is  no  material  saving  of  time  in  using  an  Intermediate  Summary 
Book,  but  it  is  a  very  useful  book  for  comparing  the  takings 
of  the  different  days  and  upon  the  same  day  in  different  years, 
and  is,  of  course,  of  a  much  more  convenient  size  to  handle 
than  either  the  Visitors'  Ledger  or  the  Nominal  Ledger. 
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FORM    OF    TABULAR 


Room  No.     .. 
Name  .. 

I 
Smith 

1 
2 

3 
Kidd 

4 

S 

6 
Jones 

7 
Brown 

8 

9 
Black 

10 
Thorns 

II 
Jupp 

DEBITS— 
Balance  brought 

forward 
Apartments   . . 

£sd 

IS    8  6 
5  o 

£  sd 

£  sd 
4  14  6 

£  sd 

£  sd 

£  sd 

9  16  0 
5  0 

£  sd 
9  16  0 

4  6 

£  sd 

£  sd 
12  0 

£  sd 

4  II  0 
4  0 

£    8d 

4  14  6 
36 

Boarders 
Breakfasts    :. . 
Luncheons 
Dinners 
Dessert  &  Ices 
Sandwiches  . . 
Tea  and  Coffee 
Soups  .. 
Suppers 
Servants' Board 

2  o 
2  6 

4  o 

•' 

3  0 
3  0 
10  0 

3  0 
3  0 
10  0 

3  0 
2  6 
96 

3  0 

2  0 

I  6 

2  6 
I  6 
4  0 

Wine    .. 
Spirits  and 

Liqueurs    . . 
Ales,Stouts,&c. 
Minerals 
Cigars . . 

2  6 

3  0 

Newspapers  . . 
Postage 
Paid  out 

Washing 

Carriage 

Billiards 

Stationery 
Attendance    . . 
Baths   .. 
Fire  and  Lights 

I   0 
I    0 

2  0 

2  6 

2  0 
2  6* 

1  0 

2  0 

I   0 

I  6 

I  0 
1  0 

1 
1 

Total      £ 

i6    4  o 

4  14  6 

..     HI     40 

II     4  0 

I  10  0 

5    40     580 

CREDITS- 
Overcharges  . . 
Cash  received 
Ledger  Acc'nts 
Balance  carried 

forward 

IS    8  6 
156 

4  14  6 

9  16  0 

I     8  0 

9  16  0 

I     8  0 

I  10  0 

S    4  0 

4  14  6 
136 

Total      £ 

16    4  0 

4  14  6 

II    4  0    II     40 

I  10  0 

540 

S  8  0 

1 

Note.— The  cross  totals  are  carried  forward  from  day  to  day  throughout  the  month.     At  the  end 
inserted  in  column  No.  23. 
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LEDGER. 


Wednesday,  5TH  Februaby   1919. 


15  16  17  iS 


12 

Peek 

13 
Wood 

U 

15 

16 

17 

Daily 
Total 

Brought 
forward 

Carried 
forward 

0 
1 

s  d   ,    jf   s  d 
36           36 

£  s  d£  s  d 

£  sd 

£  sd 

DEBITS— 
Balance     brought 

forward . . 
Apartments 

£    s    d      £    s    d      £    s    d 

49    0    6  1         . .           49    0    6 
2     I    0  '  53    7    6     55    8    6 

2  6 
I  6 
4  0 

2  6 
I  6 
46 

Boarders  . . 

Breakfasts 

Luncheons 

Dinners     . . 

Dessert  &  Ices    . . 

Sandwiches 

Tea  and  Coffee  . . 

Soups 

Suppers    . . 

Servants'  Board. . 

I     I     6     25    70 

17    6      22    9    6 

276     60    0    6 

26    8    6 
23    7    0 
62    8    6 

Wine 
Spirits  and 

Liqueurs 
Ales,   Stouts,  &c. 
Minerals   . . 
Cigars 

56      II     4    0 

II     9    6 

Newspapers 
Postage     . . 
Paid  out    . . 

1 

( 

! 

] 

1 
1 

Washing  . . 

1 
1 

Carriage    . . 

1 

i 

Billiards    .. 

I  0 
I  0 

I  0 

I  0 

Stationery 

Attendance 

Baths 

Fire  and  Lights. . 

lo    0     12  10    0 
12    6     14    9    0 

13  0  0 

15     I    6 

136 

14  0 

Total    . .        . .  £ 

CREDITS— 
Overcharges 
Cash  received     . . 
Ledger   Accounts 
Balance      carried 

forward 

56  16    0    199    7    6 

256    3    6 

136 

14  0 

39  15    0 
4  14    6 

12    6    6 

136 

14  0  •            1 

1 

Total          . . £ 

56  16    0 



—""" 

of  the  month  the  figures  in  column  No.  22  are  posted  in  the  Nominal  Ledger,  and  the  folio  references 


38  BOOKKEEPING   FOR   COMPANY   SECRETARIES. 

LIMITATIONS    OF    TABULAR   SYSTEM. 

There  are  other  uses  for  Tabular  Ledgers,  however,  which 
may  perhaps  readily  occur  to  the  reader  upon  consideration  of 
the  distinct  limitations  which  this  form  of  Ledger  possesses. 
Thus  whatever  the  period  covered  by  one  page  (or  series  of 
pages,  if  the  number  of  accounts  be  large),  it  is  generally  incon- 
venient for  more  than  one  transaction  of  any  particular  class 
to  be  entered  during  the  period ;  therefore  Tabular  Ledgers 
must  be  restricted  to  those  classes  of  business  where,  however 
numerous  the  transactions  may  be,  there  is  only  one  of  each 
class  during  the  day,  or  during  the  period  which  is  covered  by  a 
page  of  the  Tabular  Ledger. 

Undertakings  which  answer  these  conditions,  among  others, 
are  the  following  : — 

Gas  Companies; 

Water  Companies ; 

Rate  Ledgers  of  local  authorities ; 

Rent  Accounts; 

The  Allotments  Book  (in  relation  to  the  issue  of  capital  by 
a  company) ; 

and  very  often  it  is  convenient  to  keep  the  Sales  Ledger  of  a 
colliery  upon  this  plan,  because  although  the  number  of  items 
during  a  period  is  frequently  very  numerous,  they  are  generally 
collected  into  an  Intermediate  Ledger  (where  they  are  only 
posted  in  quantities)  and  at  the  end  of  the  month,  when  the 
statement  is  made  out,  the  quantities  are  added  and  priced 
according  to  the  contract  prices,  and  then  converted  into  sterling, 
so  that  in  the  Sold  Ledger  itself  there  is  only  one  item  for  each 
month.  When  this  system  is  adopted  a  Tabular  Ledger  will  be 
found  very  convenient. 

It  need  hardly  be  added  that  it  is  also  particularly  useful  for 
charitable  institutions,  clubs,  and  other  similar  undertakings 
where  subscriptions,  or  other  receipts,  recur  periodically. 


CHAPTER  V\ 


ORGANISATION    OF   ACCOUNTS. 

It  seems  hardly  necessary  to  point  out  that  the  question  of 
organisation  of  accounts  is  a  very  important  one,  upon  which 
the  success  of  any  system  of  bookkeeping  very  largely  depends. 
The  following  suggestions  will  show  what  is  meant  by  the  term 
"Organisation  of  accounts";  with  slight  modifications,  the 
scheme  would  probably  be  applicable  to  any  ordinary  under- 
taking : — 

DRAFT  SCHEME  OF  ORGANISATION. 

(i)  All  cash  received  to  be  paid  into  the  bank  daily  with- 
out deduction.  The  cashier  to  have  no  control  over  any 
of  the  Ledgers. 

(2)  All  payments,  other  than  petty  cash  payments,  to  be 
made  by  cheque,  whatever  the  amount. 

(3)  The  Petty  Cash  Book  to  be  kept  upon  the  "  Imprest 
System,"  under  the  supervision  of  the  cashier.  The  clerk  in 
charge  of  the  petty  cash  must  on  no  account  be  allowed  to 
receive  any  money  for  sundry  cash  receipts. 

(4)  Counterfoil  (or  manifold)  receipt  books  to  be  used  for 
all  moneys  received,  and  vouchers  obtained  for  every 
payment. 

(5)  The  Cash  Book  and  the  Bank  Pass  Book  balances  to  be 
verified  weekly,  or  oftener,  and  the  adjustment  to  be 
recorded  in  a  special  "  Balance  Book  "  or  in  the  Cash  Book 
itself. 
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(6)  All  Ledgers  to  be  rendered  "  self -balancing,",  and  all 
Trade  Ledgers  to  be  balanced  monthly.  A  maximum 
difference  of,  say,  is.,  to  be  allowed  in  any  one  Trade 
Ledger,  subject  to  the  approval  of  the  head  bookkeeper.  All 
such  differences  to  be  recorded  from  time  to  time  in  a  special 
book,  kept  by  the  head  bookkeeper. 

(7)  Adequate  systems  of  Stock  Accounts  and  of  Cost 
Accounts  to  be  provided,  where  suitable  for  the  class  of 
business  transacted. 

(8)  All  invoices  for  goods  purchased  to  be  passed  by  the 
goods  received  department,  by  the  buyer  of  the  department 
concerned,  and  by  the  counting-house,  before  being  entered 
in  the  Purchases  Book. 

(9)  Statements  for  trade  payments  to  be  passed  by  some 
responsible  person — preferably  one  of  the  partners,  or,  in 
the  case  of  a  company,  by  the  managing  director. 

(10)  The  calculation  of  all  sales  invoices  to  be  checked  in 
the  counting-house,  before  the  Sales  Ledgers  are  posted. 

(11)  Each  time  the  Sold  Ledgers  are  balanced,  a  list  of  all 

accounts  more  than  days  overdue  to  be  submitted  to 

the  head  bookkeeper,  and  by  him  to  one  of  the  partners,  or 
one  of  the  directors,   for  further  instructions. 

(12)  An  efficient  system  of  calculating  and  paying  wages 
to  be  introduced,  and  closely  adhered  to. 

(13)  The  Minute  Books  to  be  fully  entered  up,  and  kept 
indexed  to  date. 

(14)  All  exceptional  transactions  to  be  reported  to  the 
Board  at  the  next  meeting  for  approval  or  further 
instructions. 

(15)  The  various  books  required  by  the  Companies  Act  to 
be  written  up,  and  the  necessary  returns  made  to  the  Registrar 
from  time  to  time,  as  may  be  prescribed. 
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It  is  not,  of  course,  pretended  that  the  above  list  is  by  any 
means  exhaustive,  or  that  it  would  apply  in  its  entirety  to 
many  undertakings,  but  it  will  be  seen  that  the  two  main  px)ints 
of  any  such  scheme  of  organisation  are  : — 

(i)  To  provide  an  "internal  check"   against  either  error 
or  dishonesty. 

(2)  To  provide  that  all  the  formalities  required  of  a  com- 
pany shall  be  duly  carried  out,  and  in  order. 


INTERNAL   CHECK. 

Up>on  the  first  point  it  seems  desirable  to  make  a  few  further 
remarks  at  the  present  time,  as  it  will  not  be  referred  to  again, 
whereas  the  second  point  is  one  which  will  call  for  consideration 
later  on. 

With  regard  to  the  question  of  an  internal  check,  it  must  be 
remembered  that  in  devising  any  scheme  for  this  purpose  there 
are  three  matters  which  should  be  particularly  borne  in  mind. 
The  first  is  that  the  person  in  charge  of  the  cash  should  never 
be  in  charge  of  any  Ledger,  or  at  least  of  any  Trade  Ledger, 
into  which  that  cash  has  to  be  posted.  The  .second  point  is 
that  each  separate  Ledger  should  be  made  self-balancing,  or  at 
least  should  be  so  arranged  that  it  may  be  separately  balanced ; 
and  where  this  is,  for  any  reason,  not  altogether  practicable,  it 
is  absolutely  essential  that  those  Ledgers  that  it  is  proposed 
shall  not  be  checked  in  detail,  should  be  so  arranged  that  they 
may  be  balanced  separately  from  those  Ledgers  that  are  fully 
checked.  The  third  point  is  that  the  clerks  in  charge  of  the 
various  Trade  Ledgers  should  be  frequently  changed  about,  so 
that  no  irregularity  can  remain  long  undetected  without  impli- 
cating the  whole  of  the  staff. 

RETURNS. 

Following  on  with  this  question  of  organisation  of  accounts 
comes  the  question  of  the  "Returns"  which  have  to  be  made 
at  Board  meetings.  Wherever  there  are  branches  of  the  under- 
taking. Returns  from  each  of  the  branches  should  be  submitted. 
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It  is  very  difficult  to  specify  exactly  what  these  Returns  should 
contain,  because  naturally  so  very  much  depends  upon  the  class 
of  business  transacted.  For  this  reason  no  precise  form  in 
which  the  Return  for  a  Board  meeting  should  be  stated  is  given 
here,  but  it  may  be  mentioned  that  all  the  following  matters 
(in  so  far  as  they  apply)  should  be  included,  so  that  the  Direc- 
tors may  be  properly  informed  as  to  the  position  of  affairs,  and 
the  progress  of  the  business  since  they  last  met. 

The  Return,  then,  should  show  : — 

The  total  sales  and  purchases  in  each  department  of  the 
business  carried  on ; 

Details  of  all  contracts  which  have  been  entered  into ; 

A  summarised  account  of  the  receipts  and  payments,  with  a 
Reconciliation  Account,  agreeing  the  balance  so  shown  with 
the  Pass  Book ; 

A  statement  of  the  cash  which  it  is  expected  will  be 
received  between  the  date  of  the  Return  and  the  date  of  the 
next  meeting ; 

A  statement  of  the  payments  which  it  will  be  necessary  to 

make,  and  for  which  cheques  are  being  required ; 

* 

A  statement  of  the  total  amount  due  from  debtors,  together 
with  a  list  of  those  which  appear  to  be  overdue ; 

A  statement  of  the  total  amount  due  to  creditors  other  than 
those  for  whom  cheques  are  asked. 

STOCK    ACCOUNTS. 

In  the  case  of  trading  or  manufacturing  undertakings  that 
hold  a  stock,  it  is  also  very  important  that  Stock  Accounts  should 
be  submitted  at  each  meeting  of  the  Board,  or,  at  least,  once 
a  month.  It  will,  of  course,  readily  be  understood  that  in  the 
majority  of  undertakings  it  is  quite  impracticable  for  the  stock 
to  be  actually  "  taken"  monthly;  that  would  not  only  involve 
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a  considerable  amount  of  time  and  expense,  but  it  would  also 
so  interfere  with  the  conduct  of  the  business  as  to  be  absolutely 
impracticable,  quite  apart  from  the  question  of  cost.  None  the 
less  is  it  very  desirable  that  those  who  are  responsible  for  the 
management  of  the  undertaking  should  be  informed  as 
accurately  as  possible  of  the  amount  of  stock  in  hand  from 
time  to  time;  and  not  only  is  this  information  necessary  for 
Directors,  but  it  is  also  equally  valuable  to  the  heads  of  depart- 
ments, who  are  not  usually  conspicuously  good  at  accounts, 
and  are  very  apt  to  make  quite  erroneous  deductions  as  to  the 
precise  state  of  affairs  in  the  absence  of  definite  information 
placed  before  them. 

The  following  is  a  good   form  of  ' '  Stock   Sheet ' '   for  this 
purpose  : — 

Weekly    Stock  Sheet. 


Department  F. 

Week  ending   nth   January  1919 

I       s  d 

Estimated    Slock  ...         1,562     i  6 

Purchases  ...         ...         ...         ...         ...         ...        416     3  o 


1,978     4    6 
Sales  ...        ...        ...        ...        ...     £~2\     6    2 

Less  Estimated  Gross   Profit  (10  per 

cent.)       72     2     7 

649     3     7 


Estimaited    Stock    on    this    date        ;^  1,329     on 


If  this  is  the  first  period  after  stocktaking,  it  will,  of  course, 
start  with  the  actual  stock  then  ascertained  to  be  in  hand ;  if 
not  the  first  period,  it  will  start  with  the  estimated  stock  shown 
at  the  foot  of  the  preceding  Stock  Sheet.  To  this  is  added  the 
amount  of  the  purchases  made  during  the  period — that  is  to  say, 
all  additions  that  have  been  made  to  the  stock.  Now,  from  this 
amount  deduct  the  cost  -price  of  the  goods  which  have  been  sold, 
as  nearly  as  that  cost  price  can  be  ascertained,  and  the  result 
will  be  the  stock  remaining  in  hand  at  cost  price.  The  only 
possible  way  of  arriving  at  the  cost  price  of  the  goods  sold  is 
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to  take  into  consideration  the  genera!  basis  upon  which  the 
selling  prices  are  marked.  In  every  trade — and  therefore  in 
every  separate  department  of  a  large  undertaking — there  is  a 
generally  recognised  percentage  of  gross  profit,  which,  although 
not  universally  adopted,  is  at  least  a  good  average,  which  it  is 
expected  will  be  earned,  and  which  the  head  of  the  department 
is  expected  to  earn.  If  this  percentage  is  deducted  from  the 
selling  price  of  the  goods  that  have  been  sold,  the  result  will  be 
(as  nearly  as  possible)  the  cost  price  of  the  goods  that  have  been 
sold,  and  thus  this  system  affords  the  best  available  estimate 
of  the  actual  cost  price  of  the  goods  remaining  unsold. 

It  is,  however,  worth  while  to  consider  what  will  be  the  effect 
Uf)on  this  "Stock  Sheet"  if  the  percentage  of  gross  profit 
which  has  been  expected  is  not  actually  realised.  Supposing  a 
larger  percentage  of  profit  is  realised  the  effect  will  be  that  the 
goods  which  have  been  sold  will  be  stated  in  the  Stock  Sheet 
as  having  cost  more  than  they  actually  did  cost,  and  therefore 
the  actual  cost  of  the  goods  remaining  un.sold  will  be  under- 
estimated. On  the  other  hand,  if  the  goods  have  been  sold  at  a 
price  which  does  not  realise  the  estimated  percentage  of  gross 
profit,  there  will  have  been  an  underestimate  in  the  cost  of  the 
goods  sold,  and  therefore  an  over-estimate  in  the  actual  stock 
on  hand.  The  result  of  this  will  l^e  that,  if  to  any  serious 
extent  the  anticipated  gross  profit  is  not  realised,  there  will  very 
soon  be  a  cause  for  complaint  at  the  way  in  which  the  estimated 
amount  of  stock  is  increasing  from  week  to  week.  This  is  a 
matter  which  naturally  would  call  for  an  explanation  upon  the 
part  of  the  buyer,  and  the  only  explanation  that  he  could 
possibly  give  would  be,  either  (i)  that  the  stock  was  larger  than 
it  ought  to  be,  (2)  that  it  was  not  so  large  as  stated  to  be, 
or  (3)  that  there  were  special  reasons  why  it  should  be  larger 
than  usual.  The  first,  of  course,  is  an  admission  that  he  is 
managing  badly ;  the  second,  that  he  is  not  making  the  profit 
he  ought  to  be  making ;  and  only  the  third  is  any  real  justi- 
fication of  his  position.  Therefore,  although  there  are  limi- 
tations to  the  usefulness  of  these  Stock  Sheets,  they  certainly 
do  enable  Directors  to  get  a  better  hold  upon  the  departmental 
managers  than  could  be  otherwise  obtained. 
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INTERIM    TRADING    ACCOUNTS. 

Apart  from  this  advantage  of  enabling  tiiose  with  a  practical 
knowledge  of  the  business  to  control  the  departmental 
managers,  these  periodical  Stock  Sheets  possess  another  very 
important  advantage,  namely,  that  they  make  it  a  perfectly 
simple  matter  for  the  secretary  to  place  before  the  Board  from 
time  to  time  an  estimated  Trading  Account  showing  the  result 
of  each  month.  Of  course,  this  account  is  only  an  "  estimated  " 
one,  because  the  stock  is  only  estimated ;  but,  as  has  been 
pointed  out,  it  is  only  within  certain  fairly  reasonable  limits 
that  the  stock  can  be  stated  inaccurately  without  the  attention 
of  the  Directors  being  called  to  the  fact,  and  thus  these  period- 
ical accounts  will  be  sufficiently  accurate  to  afford  at  least 
a  very  much  more  reliable  idea  of  the  way  in  which  the  business 
is  going  on  than  could  be  obtained  by  any  other  practical 
means. 

For  practical  purposes  it  is  probably  only  the  Trading 
Account  that  it  would  be  worth  while  to  take  out  in  detail  each 
month.  This  Trading  Account  (which  may  advantageously  be 
in  tabular  form)  should  deal  with  each  separate  department, 
showing  the  gross  profit  earned  by  that  department,  and  these 
gross  profits  can  be  carried  forward  to  an  interim  Profit  and 
Loss  Account,  against  which  it  will  probably  be  sufficient  for 
the  expenditure  to  be  lumped  in  the  form  of  an  estimate. 


PETTY    CASH. 

Another  point  that  may  usefully  be  dealt  with  in  this  connec- 
tion is  the  "  Imprest"  system  of  petty  cash,  which  is  unques- 
tionably the  best  to  adopt  in  all  classes  of  undertakings.  This 
system  is  at  once  the  best  and  the  most  simple,  but  for  the 
benefit  of  those  who  may  not  hitherto  have  heard  of  it,-  it 
may  be  stated  that  the  general  scheme  is  that,  at  the  end  of 
each  week,  the  petty  cashier  applies  for  a  cheque  for  the  exact 
amount  of  the  payments  which  he  has  made  during  the  week. 
This  cheque  he  receives  in  due  course,  and  his  balance  in  hand 
is  then  restored  to  the  round  sum  with  which  he  was  started, 
and  which  he  is  always  debited  with  in  the  Ledger  as  being  in 
his  hands.     When  balancing  time  comes,  however,   it  is  usual 
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to  require  the  petty  cashier  to  pay  this  amount  again  into  the 
bank,  so  that  there  may  be  no  balance  upon  the  Petty  Cash 
Account  in  the  Ledger. 

The  great  convenience  of  this  system  is  that  it  ensures  a 
proper  supervision  of  the  Petty  Cash  being  made  frequently — 
that  is  to  say,  each  time  a  cheque  is  asked  for ;  whereas  if 
cheques  on  account  are  being  frequently  given  to  the  petty 
cashier,  the  supervision  of  his  accounts  is  apt  to  be  left  over  in 
busy  times,  until,  perhaps,  it  is  too  late  for  the  account  to  be 
supervised  with  advantage. 

Another  point  which  is  well  worth  considering  is  that  by 
this  means  the  Petty  Cash  Book  becomes  an  entirely  subsidiary 
book,  from  which  it  is  no  longer  necessary  to  make  any  post- 
ings. It  is  usually  kept  in  columnar  form,  so  that  the  totals 
of  the  various  classes  of  expenditure  may  be  kept  separate. 
When  a  total  is  struck  and  the  cheque  applied  for,  it  is  quite 
a  simple  matter  to  see  how  the  total  of  the  payments  is  made 
up  among  the  different  classes  of  expense,  and  the  cheque  may 
be  conveniently  entered  in  detail  in  the  General  Cash  Book  and 
thence  posted  direct  to  the  various  Nominal  Accounts.  On  the 
other  hand,  in  order  to  save  the  time  of  the  head  bookkeeper 
(who  usually  keeps  the  General  Cash  Book)  the  method  is  some- 
times adopted  of  passing  Journal  entries  for  the  petty  cash 
payments,  debiting  the  various  Nominal  Accounts  and  crediting 
the  Ledger  Petty  Cash  Account,  which  latter  has  already  been 
debited  with  the  various  cheques  given  to  the  petty  cashier 
from  time  to  time.  On  the  whole,  however,  it  is  probably  best 
to  post  direct  from  the  General  Cash  Book  to  the  various 
Nominal  Accounts  in  the  Ledger. 


CHAPTER  VII. 


BALANCING     ACCOUNTS. 

In  the  present  chapter  it  is  proposed  to  invite  the  reader's 
attention  to  the  various  questions  that  arise  when  the  ordinary 
half-yearly  or  yearly  period  comes  round  at  which  it  is  the 
custom  for  the  books  to  be  balanced,  and  a  Balance  Sheet  and 
a  Trading  and  a  Profit  and  Loss  Account  prepared,  showing 
respectively  the  financial  position  of  the  company  and  the 
effect  of  its  transactions  during  the  current  period. 

The  first  point  which  has  to  be  thought  of  in  this  connection 
is  to  see  that  all  the  books  are  properly  written  up  and  posted. 
In  a  sense,  of  course,  this  point  always  claims  attention,  but 
when  one  comes  to  balancing,  it  is  more  than  usually  important 
because  we  have  to  be  particularly  careful  to  see  that  all  the 
transactions  that  have  occurred  have  been  actually  recorded  in 
the  books.  Those  transactions  which  occur  in  the  ordinary 
course  of  trading  will,  no  doubt,  have  been  recorded  in  the 
usual  way  through  the  books  provided  for  that  purpose ;  but  at 
balancing,  in  addition  to  this,  it  is  necessary  to  be  particularly 
careful  to  see  that  all  outstanding  assets  and  liabilities  are 
properly  included  in  the  accounts.  A  considerable  number  of 
these  will  usually  be  found,  mostly  affecting  the  various  Nominal 
Accounts.  Thus  the  rent  accruing  up  to  date  will  have  to 
be  passed  through  the  books,  together  with  any  taxes  that 
may  be  due  ;  on  the  other  hand,  the  taxes  may  be  paid  in 
advance,  and  it  may  be  necessary  to  debit  Suspense  Account  with 
the  proportion  so  paid  in  advance  ;  again,  very  likely  the  rates 
will  be  paid  in  advance.  On  the  other  hand,  again,  wages 
and  salaries  will  probably  only  have  been  paid  up  to  some  date 
previous  to  the  date  of  balancing  ;  and  here  again  a  propK>rtion 
accruing  to  the  end  of  the  period  will  have  to  be  passed  through 
the  books. 
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It  is  particularly  important  that  all  these  matters  should  be 
very  carefully  attended  to,  partly  because  without  them  a  true 
statement  of  the  position  of  affairs  cannot  be  arrived  at,  and 
also  because  in  many  undertakings  it  is  only  the  secretary  who 
is  really  in  a  position  to  be  sure  that  all  such  transactions  have 
been  given  effect  to  in  the  books.  An  auditor  can  find  out  the 
omission  of  such  straightforward  items  as  rent  or  wages 
accruing ;  but  there  will  often  be  items  known  to  the  secretary, 
which  could  not  possibly  become  known  to  anyone  else  connected 
with  the  undertaking — least  of  all  the  auditor,  who  only  appears 
upon  the  scene  once  or  twice  a  year. 


With  regard  to  balancing  itself,  if  advantage  be  taken  of  the 
suggestions  put  forward  in  Chapter  III.,  and  a  system  of  self- 
balancing  Ledgers  be  adopted,  there  will,  in  all  probability,  be 
very  little  trouble  about  balancing  the  books  as  a  whole.  Those 
Ledgers  in  which  the  largest  number  of  entries  are  made  will 
have  been  balanced  separately  at  least  monthly,  and  the  proba- 
bility is  that  the  remaining  Ledgers,  namely,  the  Nominal 
Ledger  and  the  Private  Ledger — or,  perhaps,  all  these  trans- 
actions may  be  kept  in  a  single  General  Ledger — will  not  be 
sufficiently  voluminous  to  give  any  great  trouble.  Nevertheless, 
mistakes  do  sometimes  crop  up,  and  it  is  well  worth  while, 
in  this  connection,  to  pause  for  a  moment  and  consider  how 
such  mistakes  are  likely  to  have  arisen,  and  what  is  the  best 
means  of  detecting  them. 


DETECTION    OF    ERRORS. 

When  any  particular  Ledger  does  not  balance  in  itself,  the 
first  step  towards  ascertaining  the  mistake  is  to  compare  the 
Adjustment  Account  in  that  Ledger  with  the  corresponding 
account  in  the  General  (or  Private)  Ledger.  These  two  accounts 
should  be  absolutely  identical,  save  that  the  entries  will  be 
upon  the  reverse  sides  of  the  Ledger  ;  and,  if  it  is  found  that 
there  is  any  discrepancy  between  the  two  accounts,  it  must  be 
traced  to  see  where  it  arises  ;  for,  naturally,  one  of  the  two 
will  have  to  be  altered,  and  this  will  probably  affect  the 
balancing  of  that  particular  Ledger. 
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Assuming,  however,  that  the  two  Adjustment  Accounts  do 
agree,  it  may  be  taken  (at  all  events  for  the  moment)  that  they 
are,  in  themselves,  correct,  and  that  the  mistake  which  prevents 
the  Ledger  balancing  has  occurred  in  some  other  account  in 
that  particular  Ledger.  If  the  balances  have  not  been  brought 
down  or  ruled  off  since  the  Ledger  was  last  balanced,  it  is  a  very 
good  plan  to  take  out  the  totals,  instead  of  the  balances,  upon 
each  side  of  the  Ledger.  The  debit  totals  of  all  the  accounts, 
except  the  Adjustment  Account,  should,  in  this  case,  be  exactly 
equal  to  the  credit  total  of  the  Adjustment  Account ;  while 
the  total  of  all  the  items  posted  to  the  credit  of  the  various 
accounts,  except  the  Adjustment'  Accounts,  during  the  period 
should  be  equal  to  the  total  of  the  debit  entries  to  the  Adjust- 
ment Account.  By  this  means  the  error  can  be  fixed  as  being 
upon  one  side  of  tiie  Ledger  or  the  other ;  or  it  may,  perhaps, 
be  found  that  the  apparent  discrepancy  in  the  balancing  is 
really  made  up  of,  at  least,  two  mistakes.  Thus,  for  instance, 
a  balance  of  ;^5  los.  may  be  found  to  consist  of  ten  guineas 
too  much  upon  one  side  of  the  Ledger,  and  five  pounds  too  much 
upon,  the  other  side.  Either  way,  one  step  will  have  been 
made  towards  the  truth ;  and  it  is  only  by  proceeding  thus 
slowly  and  carefully  that  it  is  possible  to  arrive  at  a  true  result, 
for  there  is  no  royal  road  towards  discovering  errors  in 
accounts. 

It  is  just  because  there  is  no  royal  road  in  discovering 
mistakes  in  balancing  that  it  is  so  particularly  important  that 
the  original  transactions  should  be  recorded  with  the  greatest 
possible  care;  but  as — in  spite  of  the  utmost  precaution — 
mistakes  will  occasionally  occur,  it  is  necessary,  even  in  the 
best  regulated  concerns,  to  consider  what  means  may  be  taken 
to  detect  discrepancies  when  they  arise. 


As  has  been  pointed  out,  the  first  step  is  to  find  out  in  which 
Ledger  the  mistake  occurs,  and  the  second  step  is  to  find  out 
upon  which  side  of  the  Ledger  it  is  to  be  looked  for.  Having 
gone  so  far  as  this,  it  is  probable  that  it  will  be  mere  waste  of 
time  to  go  to  any  considerable  trouble  in  looking  for  an  error  of 
that  precise  amount.  It  will  probably  be  simpler  to  go  steadily 
through  the  whole  of  the  work  upon  that  side  of  the  particular 
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Ledger.  It  may  be  mentioned,  however,  that  a  little  hand- 
book, entitled  "  Errors  in  Balancing,"  is  published  by  Messrs. 
Gee  &  Co.,  34  Moorgate  Street,  E.G.,  at  the  modest  price  of  one 
shilling  and  sixpence,  and  that  this  book  may  be  useful  on  account 
of  the  valuable  general  hints  it  contains,  if  not  for  the  sake  of 
the  rather  elaborate  tables  showing  in  what  manner  almost  every 
conceivable  difference  in  balancing  may  have  arisen.  The 
author's  experience,  however,  is  that  it  is  but  a  poor  consola- 
tion to  know  that  a  mistake,  say  to  the  extent  of  7s.  4d.,  may 
have  arisen  by  posting  8d.  as  8s.,  and  i>ice  versa,  because  it 
generally  takes  quite  as  long  to  find  the  mistake  out  when  this 
has  been  ascertained  as  it  did  before. 


But  sometimes  the  principle  of  ' '  spotting ' '  mistakes  is 
worth  adopting,  because  it  occasionally  happens  that  the  amount 
is  a  very  unusual  one,  and  can  therefore  be  readily  traced.  Take 
a  very  simple  example.  In  the  case  of  Share  Accounts,  the 
probability  is  that  no  fraction  of  a  shilling  (except  perhaps 
6d.)  ought  ever  to  occur  in  these  accounts  at  all.  and  if,  there- 
fore, the  Share  Ledger  Trial  Balance  (in  respect  of  unpaid 
calls)  shows  a  difference  of  anything  but  a  multiple  of  6d.,  it 
ought  to  be  a  very  simple  thing  to  look  through  and  find  the- 
item  which  accounts  for  th?  odd  money.  But  in  endeavour- 
ing to  find  out  mistakes  in  balancing,  it  is  not  worth  while  to 
spend  too  much  time  in  trying  to  "spot"  the  actual  error  by 
seeking  to  analyse  its  particular  constitution.  It  is  much  better 
to  localise  the  error  as  far  as  possible,  and  then  to  go  thor- 
oughly and  carefully  through  the  whole  of  that  particular  part 
of  the  work,  and  discover  where  the  mistake  has  been  made. 
For  this  reason  it  is  important  that  the  Ledgers  should  be  sub- 
divided to  a  reasonable  extent,  so  that  the  errors  may  be 
localised  into  some  comparatively  narrow  compass;  otherwise 
the  examining  of  books  for  an  error  in  balancing  might  easily 
become  a  work  of  considerable  magnitude. 


Before  leaving  this  point  it  will  be  well  to  mention  that  there 
is  another  method  of  discovering  errors  in  balancing  which  is 
occasionally  resorted  to  by  companies'  secretaries,  but  which, 
in  the  opinion  of  the  author,  cannot  be  adopted  by  a  company 
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secretary  without  a  considerable  loss  of  self-respect.  This 
method  is  to  simply  leave  the  matter  for  the  auditors  to  find 
out  when  they  come  to  check  the  books.  This,  it  will  be 
admitted,  is  a  clear  admission  of  incompetency  upon  the  part 
of  the  person  in  charge  of  the  books.  It  is  virtually  a  state- 
ment by  him  that  he  is  unable  to  balance  his  books,  and  that  he 
has  got  to  ask  somebody  else  to  do  his  work  for  him.  This 
position  of  affairs  would  perhaps  be  reasonable  if  it  were 
really  part  of  the  auditor's  work  to  balance  the  books,  but  as  a 
matter  of  fact  it  is  not.  There  is  no  doubt  a  considerable 
amount  of  difference  of  opinion  as  to  what  an  auditor's  duties 
and  responsibilities  are,  and  neither  accountants  nor  lawyers 
are  absolutely  unanimous  upon  these  points ;  but,  so  far  as  any 
particular  company  is  concerned,  the  duties  of  an  auditor  are 
settled  by  its  Articles  of  Association,  subject  to  the  provisions 
of  the  statutes,  and  from  a  perusal  of  these  it  will  be  found  that 
it  is  the  duty  of  the  auditors  to  examine  the  accounts  which 
have  been  placed  before  them,  and  that  it  is  the  duty  of  the 
directors  to  cause  such  accounts  to  be  prepared.  It  cannot  be " 
said  that  the  directors,  or  the  secretary,  are  complying  with 
this  provision  if  they  place  before  the  auditors  an  account  which 
they  know  to  be  wrong,  and  expect  them  to  rectify. 


PREPARING    FOR    AUDIT. 

It  is  thought,  however,  that  most  readers  will  be  sufficiently 
zealous  of  the  importance  of  the  office  of  a  company  secretary 
to  assent  to  the  statement  that  the  secretary  is  responsible  for 
the  preparation  of  accurate  accounts  for  submission  to  the 
auditor,  and  that  it  is  his  duty  to  see  that  these  accounts  are  in 
accordance  with  the  books  and  accurately  balanced.  That 
being  so,  it  is  clearly  the  secretary's  duty  to  balance  the  books, 
or  to  see  that  they  are  balanced ;  but  as  this  is  by  no  means  all 
that  has  to  be  done  before  the  books  and  accounts  can  be  said 
to  be  ready  for  audit,  the  following  summary  is  appended, 
showing  what  an  auditor  would  ordinarily  expect  to  find  done 
before  he  commences  his  examination  : — 

£    2 
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(i)  All  postings  should  be  completed;  all  additions  inked 
in;  all  balances  extracted,  and  the  Trial  Balance  agreed. 

(2)  Vouchers  for  all  payments  should  be  arranged  in  order, 
and  available. 

(3)  A  complete  list  of  all  books,  with  the  names  of  the 
clerks  in  charge  of  each,  should  be  prepared. 

(4)  If  possible,  the  cash  in  hand  at  the  date  of  closing  the 
books  should  be  paid  into  the  bank ;  and  where  this  has  not 
been  done  the  cashier  must  have  his  books  written  up  to 
the  date  of  audit,  and  vouchers  ready,  as  otherwise  it  is 
impossible  for  the  auditor  to  verify  the  statement  of  cash  in 
hand. 

(5)  The  Pass  Book  should  be  made  up  to  date  and 
obtained  from  the  bank,  together  with  a  certificate  as  to  the 
amount  of  the  balance. 

(6)  A  complete  inventory  of  the  stock — priced,  extended, 
added,  and  duly  certified — should  be  ready. 

(7)  All  bonds,  bills,  deeds,  and  other  securities  to  be  ready 
for  production  when  called  for  by  the  auditor,  and  a  list 
thereof  should  be  prepared. 

(8)  A  list  of  all  overdue  accounts  should  be  prepared, 
showing  the  provision  (if  any)  which  it  is  deemed  necessary 
to  make  against  possible  loss. 

(9)  A  menwrandum  should  be  kept  of  any  other  matter  to 
which  it  is  thought  desirable  to  call  the  auditor's  attention. 

(10)  A  draft  Balance  Sheet  and  Trading  and  Profit  and 
Loss  Accounts  should  be  prepared,  and  (subject  to  audit)  be 
approved  by  the  Board. 

It  will  be  seen  from  the  above  that  the  accounts  should,  in 
every  respect,  be  absolutely  complete  before  the  auditor  is 
advised  that  they  are  ready  for  him  to  commence  his  examina- 
tion ;  but,  on  the  other  hand,  it  is  by  no  means  intended  to 
convey  the  impression  that    auditors  are    desirous  of    keeping 
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themselves  in  the  background,  and  not  rendering  assistance 
upon  matters  where  their  views  may  be  asked,  whenever  it 
seems  expedient  in  the  interests  of  the  company  that  they  should 
be  consulted.  In  points  of  doubt  and  difficulty  it  is  always 
expedient  that  the  auditor  should  be  consulted  at  the  time — 
or  even  before — the  entries  are  made ;  and  this  applies  not  only 
to  entries  that  are  in  the  nature  of  closing  entries,  made  when 
the  books  are  being  balanced,  but  also  to  all  entries  recording 
transactions  of  an  unusual  nature  which  may  occur  from  time  to 
time  in  the  course  of  the  company's  operations.  From  all  points 
of  view  it  is  very  much  better  that  these  matters  should  be 
attended  to  as  they  arise,  rather  than  left  to  accumulate  till  the 
time  of  audit. 


One  of  the  most  important  matters  which  have  to  be  got 
ready  for  the  auditor  is  the  balancing  of  the  cash.  Under 
ordinary  circumstances  the  usual  course  will,  no  doubt,  be 
adopted  of  paying  all  receipts  into  the  bank  daily  without  any 
deduction,  and  making  all  payments  (other  than  petty  cash 
disbursements)  by  cheque ;  but,  whether  this  be  so,  or  whether 
the  more  old-fashioned  plan  be  employed  of  paying  into  the 
bank  round  sums  of  money  from  time  to  time  which  are  in 
excess  of  current  needs  and  making  numerous  payments  in 
cash  through  the  Cash  Book,  the  fact  remains  that  it  becomes 
necessary  at  balancing  time  (if  not  oftener)  for  the  auditor  to 
verify  the  accuracy  of  the  balance  of  cash  in  hand  and  at  the 
bank.  This  is  a  matter  which  should  not,  so  to  speak,  be 
"  thrown  at  "  the  auditor,  for  him  to  make  the  best  he  can  of ; 
a  proper  "reconciliation"  of  the  balance  shown  by  the  Cash 
Book  and  the  balance  shown  by  the  Bank  Pass  Book  should  be 
prepared,  if  not  by  the  secretary  then  at  least  by  somebody 
under  his  control,  to  be  submitted  to  the  auditor  at  the  date  of 
the  audit.  It  is  usually,  of  course,  desirable,  if  it  can  be 
arranged,  that  the  auditor  should  verify  the  cash  at  the  actual 
date  when  the  books  are  being  closed  for  balancing  ;  but  this  is 
not  always  practicable,  and  where  matters  have  not  been  so 
arranged,  it  will  be  necessary  that  the  accounts — so  far  as  the 
cash  is  concerned — should  be  taken  up  to  the  actual  date  of  the 
auditor's  visit,  so  that  he  may  verify  the  cash  in  hand  on  that 
day.     The  only  means  of  avoiding  this  is  for  everything  that  isi 
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in  hand  on  the  date  of  balancing  to  l>e  paid  into  the  bank,  and 
then,  of  course,  the  Pass  Book  will  he  a  sufficient  record  as  to 
what  was  the  balance  at  the  bank  up<^n  that  date ;  and,  there 
being  no  balance  of  cash  in  hand,  there  is  no  necessity  for  the 
auditor  to  attend  for  the  purpose  of  counting  it. 

It  has  been  thought  expedient  to  dwell  at  some  length  upon 
the  method  of  reconciling  the  balance  of  the  Cash  Hook  with 
the  balance  shown  by  the  Pass  Book,  for  the  benefit  of  those 
whose  experience  in  this  matter  is  .somewhat  limited.  This  is 
done  by  means  of  what  is  known  to  accountants  as  a  "  Recon- 
ciliation Account,"  of  which  a  form  is  given  l:)elow  : — 


Reconciliation  Account,  31st  December  191 8. 


Balance  as  per  Pass  Book             

Add  Amounts  not  credited — 

January  i^t  1919          . .          . .          . .          .  .          . .                 56     i     9 

„        2nd  1919         ..          ..          ..          ;.          ••     1         108     6     2 

i      s    d 
1,497     6  10 

164     7  11 

1 

Less  Cheques  not  presented —                                               1 
Eteceraber  i6th,  Jones  ..         ..         ..         ..         ••     \            418 

„         27th.  Smith              . .          . .      '         loi  10     0 

„         31st,  Robinson         . .          . .          . .          . .     1           16     0    0 

1,661   14     9 
i?i  II     8 

Balance  as  per  Cash  Book 

£1.540     3     I 

It  is  hardly  necessary  to  point  out  that,  in  so  far  as  there  is 
anything  in  it  at  all,  it  is  well  worth  the  secretary's  while  to 
save  the  auditor  all  the  trouble  he  can  at  an  audit ;  because  it 
is  impossible  for  him,  by  merely  raising  difficulties,  to  expect 
the  auditor  to  fall  short  of  that  full  investigation  which  it  is 
only  right  and  proper  that  he  should  make.  In  the  long  run  it 
only  gives  additional  trouble  to  both  if  the  accounts,  together 
with  all  other  documents  necessary  for  investigation,  are  not 
ready  in  proper  form. 


Among  other  things  which,  in  all  probability,  would  be  asked 
for  by  an  auditor,  would  be  some  certified  statement  that  the 
various  additions  which  had  been  made  to  the  capital  a.ssets  of 
the   undertaking   were    really    incurred,    and    that    they    were 
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properly  chargeable  against  capital  in  the  proportions  which 
were  stated  in  the  books  of  account.  Upon  this  point  the. 
certificate  of  the  managing  director  should  be  obtained,  if  there 
be  a  managing  director ;  and  if  not,  then  the  certificate  of  the 
manager,  or  some  other  competent  person  deputed  by  the 
Board  to  certify  the  matter  in  question.  The  same  remarks 
apply  to  the  value  of  the  stock-in-trade,  which  should  be  very 
fully  certified  by  the  employees  of  the  company. 


DRAFT   ACCOUNTS. 

Coming  now  to  the  draft  accounts  themselves,  these  have  to 
be  prepared,  of  course,  from  the  Trial  Balances  that  have 
already  been  extracted  from  the  various  ledgers.  The 
Companies  (Consolidation)  Act,  1908,  provides  that  the  Balance 
Sheet  shall  be  signed  on  behalf  of  the  Board  by  two  of  the 
directors  of  the  company  ;  or  if  there  is  only  one  director,  by 
that  director ;  but  it  is  well  to  point  out  that,  apart  altogether 
from  this  provision,  the  fact  remains  that  the  accounts  which 
are  being  prepared  are  really  neither  more  nor  less  than  the 
accounts  of  the  directors,  which  are  about  to  be  submitted  by 
them  to  their  employers  (the  shareholders) ;  but  that,  before 
this  can  be  done,  these  accounts  of  the  directors  (which  have 
been  prepared  for  them  by  their  secretary)  must  be  submitted 
by  them  to  the  auditor,  who  is  also  a  servant  of  the  share- 
holders, so  that  they  may  be  passed  by  him  before  being 
placed  before  the  shareholders  themselves  for  final  approval 
or  rejection.  It  may,  perhaps,  be  thought  that  these  are  mere 
truisms,  but  in  so  many  individual  cases  have  directors  and 
secretaries  failed  to  appreciate  the  real  position  of  affairs  that 
it  has  been  thought  well  worth  while  to  dwell  upon  the  matter 
at  length. 

That  being  so,  it  follows  that  the  directors,  and  they  alone, 
are  responsible  for  the  form  in  which  the  draft  accounts  are 
prepared.  Indeed,  it  is  sometimes  expressly  stated  in  Articles 
of  Association  that  the  auditor  shall  have  no  control  over  the 
system  of  bookkeeping  adopted,  or  the  form  in  which  the 
accounts  are  to  be  submitted  to  the  shareholders.     But  although 
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it  is  rare  for  such  provisions  to  be  actually  contained  in  the 
Articles,  they  are  always  implied  unless  the  contrary  is 
expressed — which,  it  may  be  added,  is  never  done. 

In  practice,  however,  it  is  not  unusual  for  the  directors  to 
invite  suggestions  from  the  auditor  as  to  the  form  which  the 
accounts  shall  take;  but,  as  what  may  be  considered  the  best 
form  will  naturally  vary  very  much  under  different  circum- 
stances, it  is  hardly  profitable  to  go  into  the  matter  at  length 
here,  beyond  saying  that  it  is  desirable  that  the  actual  accounts 
which  are  submitted  to  the  auditor  should  be  as  full  and  com 
plete  as  possible,  but  that,  on  the  other  hand,  it  is  usually  inex- 
pedient that  too  much  detail  should  be  submitted  to  the  share- 
holders. Still,  there  is  a  limit  to  the  extent  that  a  Balance 
Sheet  should  be  condensed ;  and  on  no  account  should  assets 
which  have  nothing  in  common  be  grouped  together  under  a 
single  heading.  For  ordinary  purposes  it  is  not  easy  to  improve 
upon  the  form  of  Balance  Sheet  appended  to  the  "old" 
Companies  Act,  1862  ("Table  B"),  and  it  is  usually  best  to 
follow  these  lines  as  far  as  individual  circumstances  permit. 
An  even  better  form  upon  the  same  lines  is  provided  in  the 
Indian  Companies  Act,  19 13.  Both  these  forms  are  reproduced 
in  Appendix  "  C." 

With  regard  to  the  Trading  and  Profit  and  Loss  Accounts, 
it  is  not  usually  expedient  that  the  Trading  Account  should  be 
published  at  all,  as  it  generally  affords  information  which  might 
be  used  by  rivals  to  the  detriment  of  the  company ;  and  it  is 
by  no  means  always  that  the  Profit  and  Loss  Account  is  printed 
in  full.  These,  however,  are  matters  which,  under  the  Articles 
of  Association,  are  almost  invariably  left  to  the  discretion  of 
the  directors. 

The  only  point  that  need  still  be  considered  is  that  of  sub- 
mitting the  draft  accounts  after  they  have  been  prepared.  The 
usual  course,  and,  indeed,  the  proper  course,  is  for  the  accounts 
to  be  submitted  to  the  Board  before  they  are  submitted  to  the 
auditor.  They  should  then  be  considered  by  the  directors,  and, 
subject  to  such  modification  as  may  be  found  necessary,  or 
thought  desirable,  a  resolution  should  be  passed  to  the  effect 
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that  they  have  been  approved  by  the  Board,  subject  to  audit, 
and  duly  signed.  The  auditor  may  then  properly  be  advised 
that  the  accounts  are  ready  for  him  to  audit ;  and  the  accounts 
which  are  then  actually  put  before  him  will  really  be  the 
accounts  of  the  directors,  which  it  is  desirable  that  they  should 
be,  in  fact  as  well  as  in  law. 

After  being  audited  the  accounts  have  to  be  submitted  to  the 
company  in  general  meeting,  and  do  not  become  the  accounts 
of  the  company  until  they  are  adopted  by  resolution  of  the 
company  in  general  meeting.  It  is  difficult  to  say,  however, 
what  is  precisely  implied  by  this  adoption  of  the  accounts  by 
the  company.  Many  Articles  of  Association  expressly  state 
that,  after  being  so  adopted,  the  accounts  are  "binding  upon 
all  parties  concerned";  but  it  is  doubtful  whether  the  mere 
fact  of  their  being  so  adopted  is  a  bar  to  the  accounts  being 
reopened  at  a  subsequent  stage,  when  the  company  has  gone 
into  liquidation.  This,  however,  is  a  point  which  is  only 
remotely  connected  with  the  present  subject,  and  which,  there- 
fore, need  not  now  be  considered  at  length. 

Section  26  (3)  of  the  Companies  (Consolidation)  Act,  1908, 
provides  that  the  annual  list  of  members  and  summary  to  be 
filed  at  Somerset  House  by  every  company  that  is  not  a  private 
company,  shall  include  a  statement  (made  up  to  such  date  as 
may  be  specified  therein)  in  the  form  of  a  Balance  Sheet, 
audited  by  the  company's  Auditor,  and  containing  a  summary 
of  its  share  capital,  its  liabilities,  and  its  assets,  giving  such 
particulars  as  will  disclose  the  general  nature  of  these  liabilities 
and  assets,  and  how  the  values  of  the  "  fixed  "  assets  have  been 
arrived  at ;  but  the  Balance  Sheet  need  not  include  a  state- 
ment of  Profit  and  Loss.  So  long  as  the  Balance  Sheet  issued 
to  the  shareholders  complies  with  the  aforesaid  terms  it  may 
be  filed,  and  will  be  accepted  as  a  due  compliance  with  the 
terms  of  this  section ;  but  the  copy  filed  must  actually  be  signe(J 
by  the  company's  Auditor.  It  may  be,  however,  that  the 
accounts  issued  to  the  shareholders  give  more  information  than 
it  is  desired  to  file,  or  less  information  than  the  statute  provides  ; 
in  either  of  these  events,  the  statement  filed  must  necessarily 
differ  from  the  Balance  Sheet  issued  to  the  shareholders.     It 


58  BOOKKEEPING    FOR   COMPANY  SECRETARIES. 

will  Still  require  to  be  audited  by  the  company's  Auditor;  but 
in  these  circumstances  such  audit  involves  additional  work, 
which  it  might  well  be  argued  is  not  covered  by  the  regular 
audit  fee. 

The  statute  does  not  define  ' '  fixed ' '  assets,  but  it  is  not 
anticipated  that  this  omission  will  cause  any  serious  difficulty 
in  practice.  Further,  it  will  be  noted  the  statute  does  not 
prescribe  any  particular  basis  for  the  valuation  of  the  fixed 
assets.  It  merely  requires  that  the  basis  employed  shall  be 
stated.  It  may  be  noted  here  that  it  has  been  held  that  a 
statement  grouping  under  one  heading  various  fixed  assets  which 
have  been  valued  on  different  bases  does  not  comply  with  the 
terms  of  the  statute.  Accordingly,  where  some  fixed  assets  are 
valued  on  one  basis  (e.g.  "at  cost"),  and  others  at  another 
(e.g.  "at  cost,  less  provision  for  depreciation,  as  determined 
by  the  directors  "),  such  assets  must  be  separately  stated  in  the 
Return  prescribed  under  Section  26  (3). 

Under  the  Companies  Act,  1913,  a  company  ceases  to  be 
entitled  to  the  privileges  and  exemptions  conferred  on  "  private  " 
companies  by  the  Act  of  1908  so  soon  as  it  makes  default  in 
complying  with  the  requirements  placed  on  private  companies  ; 
and  every  private  company  is  required  to  file  with  its  annual 
return  a  certificate,  signed  by  a  Director  or  the  Secretary,  that 
it  has  not  since  the  date  of  the  last  return  (or,  in  the  case  of  a 
first  return,  since  the  date  of  the  incorporation  of  the  company) 
issued  any  invitation  to  the  public  to  subscribe  for  any  shares  or 
debentures  of  the  company.  And,  where  the  list  of  members 
discloses  the  fact  that  the  number  of  members  of  the  company 
exceeds  fifty,  also  a  certificate  (similarly  signed)  that  such  excess 
consists  wholly  of  persons  who  are  by  statute  excluded  in 
reckoning  the  number  of  fifty — i.e.  persons  who  are,  or  wh<') 
formerly  were,  in  the  employment  of  the  company. 


CHAPTER  VIII. 


APPLICATIONS    AND    ALLOTMENTS. 

It  is  now  proposed  to  direct  attention  to  some  of  the  most 
interesting  matters  in  connection  with  the  accounts  of  joint- 
stock  companies,  and  at  the  same  time  those  which  peculiarly 
relate  to  companies,  and  to  them  alone.  Shortly  stated,  they 
are  the  various  points  which  arise  in  connection  with  the  allot- 
ment of  shares  and  the  issue  of  debentures,  and  any  subse- 
quent entries  which  may  be  necessary  in  connection  with  the 
increase  or  reduction  of  these  issues. 

Dealing  first  of  all  with  applications.  It  is  usual,  in  the  case 
of  a  company  of  any  magnitude,  to  employ  the  auditors  to 
carry  through  the  necessary  work  up  to  the  point  of  the  allot- 
ment of  shares ;  but,  all  the  same,  it  is  thought  desirable  to 
take  a  somewhat  higher  ground,  and  as  far  as  possible  prepare 
the  reader  for  doing  the  whole  of  the  work  that  might  fall  to  a 
company  secretary,  and  not  merely  that  which  is  ordinarily 
deputed  to  him  on  account  of  his,  perhaps,  somewhat  limited 
experience.  The  subject  will  therefore  be  dealt  with  absolutely 
from  the  beginning ;  and  although  in  many  cases  it  may  be 
that  the  reader  will  never  be  required  to  undertake  any  work 
in  connection  with  an  allotment,  yet  on  the  other  hand  no 
harm  can  be  done  by  knowing  how  this  work  has  to  be 
performed. 

The  ordinary  procedure,  of  course,  is  for  the  prospectus  to 
be  issued  containing  the  form  of  application  for  shares.  It  is 
unnecessary  to  deal  with  the  precise  nature  of  this  form, 
beyond  stating  in  general  terms  that  it  is  a  definite  offer  upon 
the  part  of  the  person  signing  it  to  accept  an  allotment  of  shares 
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up  to  the  number  stated  in  that  form,  or  any  less  number  that 
may  be  allotted,  and  that  it  is  binding  upon  the  applicant  unless 
he  has  withdrawn  his  application  previous  to  his  offer  being 
accepted  by  the  company  and  the  allotment  actually  made. 
These  application  forms  have,  of  course,  to  lie  arranged  and 
tabulated  in  proper  form  for  the  directors,  so  that  they  may  be 
saved  trouble  when  they  meet  to  decide  upon  an  allotment,  and 
may  further  be  in  a  position  to  really  understand  the  effect 
of  what  they  are  doing.  Here,  again,  is  afforded  an  instance 
of  the  utility  of  Tabular  Bookkeeping.  The  various  application 
forms, as  they  come  in.  are  entered  up  on  sheets  in  a  form  some- 
what similar  to  that  shown  below  : — 


APPLICATIONS  AND 


c 

1 

c 

0 

1 

1 

^•2 

1 

oposed 
otment 

of  .Letter 
Regret 

il 

< 

Name 

Address 

Occupation 

0 
0 

Amount 
of 

OS 

■  a 

Deposit 

On<    id'Si 

< 

d 

^< 

1 

Z 

1919 

£    s    d 

1 

June  3 

I 

John  Adams 

61  Whitehall,  S.W.  . . 

Gentleman 

400 

I 

40    0   0 

400  1   .. 

>i    2 

14 

Joseph  Aaron 

14  Houndsditch,  E.C. 

Merchant 

50 

2 

500 

50  i   .. 

>t    2 

17 

Arthur  Abel 

490  Oxford  Street,  W. 

Grocer 

200 

6 

20   0   0 

200 

»    3 

«7 

Hy.  Ackland 

Manchester     . . 

Merchant 

xo 

11 

100 

I 

1 

£66    0    0 

.Note. — ^There  would  be  a  separate  sheet  (or  sheets)  for  each  letter  of  the  alphabet, 
It  is  assumed  tliat  the  shares  have  been  offered  for  subscription,  payable 
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A  separate  sheet  (or  sheets)  is  employed  for  each  letter,  so 
that  the  applications  are,  from  the  first,  automatically  sorted 
into  alphabetical  order;  and,  where  subscriptions  are  invited 
for  more  than  one  class  of  share,  it  is  best  to  employ  separate 
application  forms,  printed  on  different  coloured  papers,  and  to 
keep  the  Applications  and  Allotments  Sheets  for  each  set  quite 
distinct. 

Eventually,  when  the  whole  of  the  allotment  has  been  com- 
pleted, these  sheets  will  be  bound  up  in  a  book  and  form  a 
permanent  record ;  but,  in  the  meantime,  it  is  a  great  con- 
venience that  they  should  be  loose,  as  it  is  then  possible  to  put 
a  larger  number  of  assistants  upon  the  work.     This  question  of 


ALLOTMENTS  BOOK. 


< 
•s 

6 

Distinctive 

Kiunbers  of 

Shares 

Allotted 

Amount 

Payable 

on 

Cash  Received 
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i 
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6 
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3 

400 

50 

200 

I 
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451 
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650 

£   s   d 
100   0   0 

12  10   0 

50   0   0 

1 919 
June  6 

..    5 
..    6 

2 
3 

r    s    d 
60    0    0 

7  10    0 

30    0    0 

igig 
June  4 

I 

£    s    d 
I    0   0 

£  sd 

I 
2 
3 

I 

2 

3 

650 

162  10   0 

£97  10    0 

£1    I   0 

and  a  summary  sheet,  to  which  the  totals  of  each  sheet  would  be  carried. 

2S.  per  share  on  application,  and  a  further  3s.  (making  5s.  per  share  in  all)  on  allotment. 


62  BOOKKEEPING  FOR  COMPANY   SECRETARIES. 

dividing  the  labour  is  a  very  important  one,  inasmuch  as  it  is 
the  usual  thing  for  the  subscription  list  to  be  closed  at  four 
o'clock  one  day,  and  it  is  then  necessary  that  the  Applications 
and  Allotments  Sheets  should  be  ready  for  the  directors  pro- 
bably at  an  early  hour  on  the  following  morning ;  so  that,  even 
when  the  best  possible  means  of  economising  time  are  employed, 
it  is  often  necessary  to  make  an  all-night  job  of  this  prepara- 
tion for  allotment. 

In  the  form  of  Applications  and  Allotments  Sheet  shown  over 
page,  it  will  be  seen  that  upon  the  left-hand  side  of  the  page 
are  columns  for  all  the  various  particulars  which  it  is  necessary 
to  put  before  the  directors  in  order  to  enable  them  to  arrive  at 
a  conclusion  upon  the  subject,  viz.,  the  name,  address,  and 
occupation  of  the  applicant,  the  number  of  shares  that  he  has 
applied  for,  and  the  amount  which  he  has  deposited  thereon. 
It  is  hardly  necessary  to  mention  that  the  occupation  of  the 
applicant  has  a  material  bearing  upon  the  matter  in  many 
classes  of  companies,  because — other  things  being  equal — it  is 
always  desirable  to  include  upon  the  Register  of  Members  as 
many  persons  as  possible  who  are  interested  in  the  trade,  so 
that  they  may  be  induced  to  influence  business. 

The  next  colimin  in  the  form  is  headed  "  Proposed  Allot- 
ment." This  column  will  usually  be  found  of  considerable 
utility ;  it  is  filled  in  by  the  secretary  (or  by  the  person 
responsible  for  the  preparation  of  these  forms)  as  a  rough  guide 
to  the  Board  upon  the  course  they  should  pursue.  It  is,  of 
course,  not  filled  in  until  the  list  has  been  closed,  although  the 
various  sheets  are  being  prepared  from  hour  to  hour  as  the 
applications  come  in ;  but,  after  the  list  has  been  closed  and  the 
number  of  applications  ascertained,  it  is  very  desirable  (in  the 
event  of  there  being  an  over-subscription)  that  someone  who  is 
able  to  bring  a  certain  amount  of  intelligence  to  bear  upon  the 
subject  should  look  through  the  applications,  with  a  view  to 
throwing  out  those  which  may  appear  to  be  undesirable,  either 
because  they  seem  to  come  from  competitors  (who  might  be 
undesirable  members  of  the  proposed  company),  or  because  the 
applications  are  for  a  very  small  number  of  shares,  which  in 
the  event  of  an  over-subscription  are  naturally  the  first  to  be 
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crowded  out.  It  does  not.  of  course,  by  any  means  necessarily 
follow  that  the  figures  contained  in  this  column  will  correspond 
with  the  actual  decision  of  the  directors  when  they  come  to 
consider  the  matter  later  on;  but,  nevertheless,  it  is  a  useful 
guide  to  them,  and  is  merely  intended  as  such.  It  is  the  column 
headed  "Number  of  Shares  Allotted"  that  records  the  actual 
result  of  the  directors'  deliberations. 

The  allotment  is  made  by  the  directors  by  resolution.  It  is 
particularly  desirable  that  this  resolution  should  be  in  due  form, 
and  therefore,  although,  strictly  speaking,  it  is  a  legal  matter,, 
it  is  hoped  that  it  will  not  be  considered  as  going  beyond  the 
province  of  the  present  work  to  suggest  a  form  of  wording  for 
a  resolution  covering  an  allotment  of  shares.  The  form 
suggested  is  as  follows  : — 

"  The  secretary  reported  that  in  response  to  the  advertisement  of  the 
prospectus  offering  100,000  preference  shares  and  100,000  ordinary 
shares  of  £1  each  for  subscription,  applications  had  been  received,  as 
appeared  by  the  Applications  and  Allotments  Book,  for  162,500  pre- 
ference shares  and  108,510  ordinary  shares,  and  that  the  subscription 
list  was  closed  at  4  p.m.  on  3rd  June  igig.  Resolved  that  100,000 
preference  shares  of  £1  each  and  100,000  ordinary  shares  of  £1  each  be 
and  are  hereby  allotted  to  the  applicants  in  accordance  with  the 
number  of  shares  appearing  in  the  allotment  columns  of  the  Applica- 
tions and  Allotments  Book.  The  secretary  was  instructed  to  prepare 
and  issue  the  necessary  allotment  letters  and  letters  of  regret  forthwith, 
and  to  draw  cheques  for  the  return  of  application  money  where 
necessary." 


64  BOOKKF.EPING  FOR  COMPANY   SECRETARIES. 


^  The  following  are  good  forms  for  an  Allotment  Letter  and  a 

*       Letter  of  Regret  respectively  : — 


FORM  OF  ALLOTMENT  LETTER. 
THE   LOST   HILT-  GOLD   MININC;  COMPANY.   LLMITED. 


«  6d.  stamp  if  Allotment  Letter  No. 

•^  / 

O         '       over  £5. 

I  Id.  stamp  for  |  Winchester  Buildings.  London,  E.C. 

^         j  any  less  sum.   j  ^^,^   j^^^,    ^^^^ 

Sir, 

1  beg  to  inform  you  that,  in  pursuance  of  your  application,  the 


a 


s 


3  ^  directors  have  allotted  to  you  400  ordinary  shares  of  £1  each  in  this 

3    §  company,  in  terms  of  the  prospectus  dated  27th  November  1918. 

I  shall  be  glad,  therefore,  if  you  will  kindly  pay  the  sum  of  £60,  being 

3/-  per  share,  the  amount  due  on  allotment,  on  or  before  the  6th  instant 

:S  ^  to  the  company's  bankers,  as  under. 

?    «  Your  obedient  servant, 

12    b  A.  Sharpe, 

JA    «  SJecretarv. 

c  ^ 
^  "I  To  John  Adams,  Esq., 

X  ^  61  Whitehall.  S.W. 

q    o  [This  half  to  be  retained  by  the  bankers.] 

CL        -     

o  S  THE    LOST    HILL    GOLD    MINING    COMPANY,    LIMITED. 

«  ^  Banker's  Receipt  for  Allotment  Money. 

■*^  '  (Being    5/-    per    share    called    up.) 

■^  -^  520  Lombard  Street,  London,  E.C. 

.h  6th  June  191 9. 

c 

I"  Received  of  John  Adams,  Esq.,  the  sum  of  sixty  pounds  being  3/- 

]2        per  share  due  on  an  allotment  of  four  hundred  ordinary  shares  of  £1  each 

g       in  the  above  company. 

&  For" Argent  &  Co.,  I-imited. 

P« 

JS 


8  Cashier. 

;  -' 

13        [This  half,  when  receipted  by  the  bankers,  must  be  prei,erved  by  the 


In 


shareholder,  to  be  exchanged  for  the  share  certificate  in  due  course.] 
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FORM  OF  LETTER  OF  REGRET. 
No.  27. 

THE    LOST    HILL    GOLD    MINING    COMPANY,    LIMITED. 
Winchester  Buildings,  London,  E.G. 

4th  June  1919. 
To  Henry  Ackland,  Esq., 
Manchester. 
Sir, 

I  regret  to  inform  you  that  the  directors  are  unable  to  allot  you 
any  of  the  ordinary  shares  of  this  company  in  compliance  with  your 
application  for  ten  shares  of  the  company. 

I  enclose  you  cheque  for  £1,  being  the  amount  paid  by  you  on  the 
above-mentioned  application,  and  shall  be  glad  if  you  will  sign  the 
form  of  receipt  at  the  foot  of  the  cheque  sent  herewith,  and  present 
the  same  for  payment  through  your  bankers. 

I  am.  Sir, 

Your  obedient  servant, 

A.  Sharpe,  Secretary. 


No.  27.  4th  June  191 9. 

To  Messrs.  Argent  &  Co.,  Limited. 


2d. 

impressed 

stamp. 


Pay  to  Henry  Ackland,  Esq.,  or  order,  the  receipt  below  being 
signed,  the  sum  of  one  pound. 

•  For  the  Lost  Hill  Gold  Mining  Company,  Lim. 

B.  Levell,  Director. 
A.  Sharpe,  Secretary. 
Receipt. 

6  th  June  igig. 
Received  of  The  Lost  Hill  Gold  Mining  Co.,   Limited,  the 
sum  of  one  pound,  being  the  amount  deposited  by  me  on  application 
for  ten  shares  in  the  same. 


He 


£1     0     0. 


Receipt 

NRY    ACKLA 

stamp. 


ND. 
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A  return  of  all  allotments  must  be  filed  with  the  Registrar 
of  Joint  Stock  Companies  within  one  month  from  the  date 
thereof. 


ENTRIES    IN   FINANCIAL   BOOKS. 

With  regard  to  the  actual  entries  in  the  books  of  the  com- 
pany, it  is  great  saving  of  time  for  all  details  in  connection  with 
the  Share  Capital  Account  to  be   recorded  only   in  the  Share 
Books ;  but,  on  the  other  hand,  it  is  very  desirable  that  there 
should  be  some  means  of  readily  ascertaining  that  the  entries  in 
the  Share  Books  are  absolutely  correct.     Here  the  principle  of 
the  Adjustment  Account  is  of  the  greatest  use.     It  will  be  found 
a  great  help  to  the  reader  for  him  to  consider  the  Share  Ledger 
as  a  "Departmental  "  Ledger  in  exactly  the  same  way  as  the 
Sold  Ledger  or  the  Bought  Ledger  would  be ;  but  at  the  same 
time  to  remember  that  the  Private  Ledger  will  contain  accounts 
which  are    virtually    Adjustment  Accounts,    summarising    the 
entries  in  the  Share  Ledger,  and  testing  the  accuracy  of  these 
entries.     It  is  a  question  of  expediency  as  to  whether  or  not 
there   should   be   more    than    one    such    Adjustment    Account. 
Unless  the  number  of  shareholders  is  very  large,  probably  one 
account,     called     "  Shareholders'    Account,'     will    be     quite 
sufficient ;    but    in  the  event    of   the  company  being  of    any 
magnitude,  it  is  desirable  that  the  Adjustment  Account  should 
be  subdivided  into  "  Applications  and  Allotments    Account," 
"  ist  Call  Account,"  "  2nd  Call  Account,"  &c.    This,  however, 
is  a  matter  of  detail  which  need  not  be  dwelt  upon  at  any  great 
length.     The  main  point  is  this  :  When  the  applications  come 
in  they  are  accompanied  by  a  deposit,  and  the  application  form 
and  the  deposit  are  both  left  with  the  company's  bankers,  who 
record  the  entry  of  the  deposit  in  the  company's  Pass  Book. 
Usually  there  is  a  separate  Pass  Book  for  this  particular  purpose 
alone,  but  sometimes  there  is  only  one  Bank  Account.     In  any 
case  the  bank,  in  due  course,  hands  over  the  application  forms 
to  the  company ;  and,  in  addition  to  their  being  entered  up  in 
the  Applications  and  Allotments  Book  (which  has  already  been 
dealt  with  in  detail)  the  cash  paid  to  the  company's  bankers 
has,  of  course,  to  be  entered  up  in  the  company's  Cash  Book. 
It  may  be  thought  desirable  to  enter  the  amounts  in  detail  in  an 
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inner  column  on  the  debit  side  of  the  Private  Ledger  (or 
General)  Cash  Book ;  or  it  may  be  found  convenient — and  in 
the  case  of  a  large  company,  no  doubt,  will  be  found  necessary 
— for  a  separate  Share  Cash  Book  (or  Share  Cash  Books)  to  be 
kept,  in  which  these  details  are  entered,  and  the  daily  or  weekly 
totals  transferred  to  the  General  Cash  Book.  The  principle  in 
either  case  will  be  the  same  :  viz.  that  the  details  will  be  posted 
to  the  credit  of  the  various  applicants  in  the  Applications  and 
Allotments  Book  in  the  columns  provided  for  that  purpose,  while 
the  totals  of  the  daily  or  weekly  receipts  in  respect  of  applica- 
tions, &c.  will  be  posted  to  the  credit  of  the  Shareholders' 
Account  (or  the  Applications  and  Allotments  Account,  as  the 
case  may  be)  in  the  Private  Ledger.  When  the  allotment 
has  been  decided  upon  and  the  amount  due  thereunder  paid,  the 
Applications  and  Allotments  Sheets  can.  of  course,  be  readily 
filled  up,  and  a  careful  study  of  the  form  will  enable  the 
reader  to  readily  perceive  how  the  balances  are  arrived  at  which 
have  to  be  transferred  to  the  Share  Ledger. 

THE    SHARE    LEDGER. 

A  fortn  of  ruling  for  a  Share  Ledger  is  given  on  the  following 
page  :— 


F  2 
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Name:  JOHN  ADAMS. 

Address  :  6i    Whitkhall,   London,   S.W,         Occufation  :   GENTLEMAN. 

Dr.  CASH  ACCOUNT.  Cr. 


Date 


Particulars        o'Z     Fo.     Amount 


n 


Date 


Particulars     Fo.j    Amount 


June  4  ;  Allotment    . 

,.    6  '  First  Call     . 
I 

July  6  Second  Call 


5/- 
10/- 
20/-    <i68 


£     s    d 


'9»9. 
July 


July  6     By  Cash 
100    o    0      Aug.  9       „    Do. 
200    o    o 


£300    o    o 


£    8    d 
C12 1  too    o    0 

CI46    200     o     o 


£300    o    o 


SHARE  ACCOUNT. 


Shares  disposed  of 

Shares  acquired 

1            Balances 

M 

S 

1          ** 

Distinctive 

E 

Distinctive 

•a' 

0 

Nos. 

.s 

Nos. 

M 

Date 

(0 

Date   1  ^ 

in 

Date               (« 

h 

0 

u. 

0 

0 

from     to 

d 

from     to 

0 

6 

z 

z 

Z 

1919 

1919 

1919        1 

Aug.  29 

I 

I 

100 

100 

June  4 

I 

I 

400 

400 

Aug.  29 

300 

Some  forms  of  Share  Ledger  show  preference  and  ordinary 
shares  upon  a  single  opening,  but  it  will  usually  be  found 
desirable  to  have  separate  Share  Ledgers  for  preference  shares 
and  ordinary  shares.  This,  however,  again  is  a  matter  of  detail 
and  individual  convenience. 
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ADJUSTMENT    OF    SHARE    AND   PRIVATE    LEDGERS. 

In  order  to  complete  the  agreement  between  the  Adjustment 
Account  and  the  Share  Ledger,  it  is  necessary  to  make  corre- 
sponding entries  in  the  Private  Ledger  for  all  those  appearing 
in  the  Share  Ledger.  These  entries  will  be  passed  through  the 
General  Cash  Book  and  the  Journal  in  totals,  the  principle  being 
that  the  Shareholders'  Account  (or  the  Applications  and  Allot- 
ments Account,  as  the  case  may  be)  is  debited  with  the  amount 
due  on  allotment  in  respect  of  such  allotment,  while  the  Share 
Capital  Accounts  (one  of  which  must  be  opened  in  respect  of 
each  different  class  of  shares)  are  credited  with  the  actual 
amount  due  on  allotment  in  respect  of  the  number  of  shares 
allotted  in  each  individual  case.  It  has  not  been  thought 
desirable,  or  necessary,  to  put  before  the  reader  the  actual 
form  of  these  entries,  inasmuch  as  they  are  perfectly  straight- 
forward, but  it  is  hoped  that  he  will  be  able  to  follow  this  short 
statement  of  what  has  to  be  done.  In  order,  however,  to  make 
the  point  a  little  clearer,  it  may  be  well  to  point  out  these  two 
facts  : — 

(i)  That  the  balance  of  the  Share  Capital  Account  (or  of 
each  Share  Capital  Account,  if  there  be  more  than  one)  should 
at  any  time  correspond  with  the  actual  amount  called  uf  in 
respect  of  that  class  of  shares. 

(2)  The  Shareholders'  Account,  if  it  shows  a  debit  balance, 
will  indicate  the  total  amount  of  calls  unpaid  by  shareholders, 
less  the  amount  (if  any)  of  deposits  received  from  applicants 
which  are  returnable  by  reason  of  allotments  not  having  been 
made.  If  it  shows  a  credit  balance,  it  must  be  because  the 
latter  exceed  the  former;  but  this,  of  course,  is  extremely 
unlikely,  unless  the  prospectus  prescribes  that  the  amount  of  the 
deposit  on  application  shall  be  the  full  amount  due  upon  allot- 
ment. 

The  description  appended  to  these  Journal  entries  should 
invariably  be  as  full  as  possible ;  and,  in  the  case  of  a  share 
issued  as  fully  or  partly  paid-up,  the  contract  under  which 
the  allotment  is  made  (or,  if  there  be  no  contract  in  writing  a 
statement  duly  stamped  reciting  the  terms  of  the  arrangement 
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entered  into  between  the  parties)  must  be  registered  with  the 
Registrar  of  Joint  Stock  Companies  within  one  month  from  the 
date  of  such  allotment. 

CALLS. 

With  regard  to  subsequent  "  Calls"  upon  shares  which  have 
already  been  allotted,  some  Applications  and  Allotments  Books 
provide  further  additional  columns  for  these  calls  to  be 
recorded  in  tabular  form,  and  for  payment  of  the  amount  due 
to  be  also  entered  therein ;  but  this  seems  to  be  a  mistake,  inas- 
much as  it  delays  the  opening  of  the  Share  Ledger,  which  is  very 
undesirable  in  most  cases.  A  better  course  to  adopt  in  the 
majority  of  cases  is  to  have  a  separate  "Calls  Book,"  which 
for  all  practical  purposes  is  an  ordinary  Day  Book.  The 
details  recorded  in  this  Calls  Book  are  posted  to  the  debit  side 
of  the  "  Cash  Account "  section  of  the  Share  Ledger  whenever 
a  call  is  made ;  and  at  the  same  time  a  Journal  entry  is  recorded 
crediting  Share  Capital  Account  in  the  Private  Ledger  with  the 
aggregate  amount  of  such  call,  and  debiting  the  Shareholders' 
Account  therewith.  If  the  number  of  shareholders  is  large, 
and  there  is  any  considerable  amount  of  arrears  upon  the 
Applications  and  Allotments  Account,  however,  it  is  desirable 
that  the  debit  of  the  call  should  be  passed  to  another  account, 
so  that' these  two  matters  may  be  kept  distinct,  and  then  a  new 
account  will  be  opened  called  "  ist  Call  Account,"  or  "  2nd  Call 
Account,"  as  the  case  may  be,  to  which  the  total  amount  of  the 
call  will  be  debited,  and  against  this  account  will  be  posted  the 
daily  or  weekly  totals  of  the  sums  of  cash  received  from  share- 
holders in  payment  of  calls.  The  result  in  either  case  is  the 
same — namely,  that  if  a  list  of  balances  is  extracted  from  the 
Share  Ledger,  showing  the  amount  due  upon  allotment  or  upon 
calls,  the  total  of  such  list  should  at  any  time  agree  with  the 
balance  of  the  corresponding  Adjustment  Account  in  the 
Private  Ledger.  The  following  is  a  good  form  of  Call  Letter  : — 
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FORM    OF    CALL    LETTER. 

THE    LOST    HILL    GOLD    MINING    COMPANY,    LIMITED. 

No.  I. 

Notice  of  First  Call  of  5s.  per  Share  Ordinary  Shares. 

(Making  los.  per  share  called  up.) 

6th  June  191 9. 
Sir, 

I  beg  to  give  you  notice  that  the  first  call  of  5s.  per  share  has  this 

day  been   made   by  the  board  in   accordance  with  the  terms  of  the 

prospectus. 

nOh  the  400  ordinary  shares  held  by  you  in  this  company  the  call 

amounts  to  £100.     This  amount  should  be  remitted  to  the  company's 

bankers,  Messrs.  Argent  &  Co.,  Limited,  on  or  before  the  4th  prox. 

I  am.  Sir, 

Your  obedient  servant, 

A.  Sharpe, 

Secretary. 
To  John  Adams,  Esq., 

61    Whitehall,  S.W. 

[This  half  to  be  retained  by  the  bankers.] 


•5       THE    LOST    HILL    GOLD    MINING    COMPANY,    LIMITED. 

o 

No.  J. 

•a 

aj 

H  Bankers'  Receipt    for  First  Call  of  5s.  per  Share  on  Ordinary 

<u 

<g  Shares,   payable   4th   July   191 9. 

)-t 

^  (Making  los.  per  share  called  up.) 

•^       Received  the  6th  day  of  July  1919  from  John  Adams,  Esq.,  the  sum 

^  of  One  hundred  pounds,  being  first  call  of  5s.  per  share,  due  4th  July 

£   1919,  on  100  shares  in  the  above  company. 

"^  For  Messrs.    Argent   &   Co.,    Limited. 


£100     0     0. 


Cashier. 


[This  half,  when  receipted  by  the  bankers,  must  be  preserved  by  the 
shareholder,  to  be  exchanged  in  due  course  for  the  share  certificate.] 
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ISSUE    OF  "  FULLY- PAID  "    SHARES. 

It  is  well  to  call  attention  to  the  fact  that  Section  25  of  the 
Companies  Act,  1867,  provided  that  "  Every  share  in  any 
"company  shall  be  deemed  and  taken  to  have  been  issued  and 
"to  be  held  subsequent  to  the  payment  of  the  whole  amouni 
"  thereof  in  cash,  unless  the  same  shall  have  been  otherwise 
"determined  by  contract  duly  made  in  writing,  and  filed  with 
' '  the  Registrar  of  Joint  Stock  Companies  at  or  before  the  issue 
"of  such  shares."  This  clause  was  of  considerable  practical 
importance,  in  view  of  the  fact  that  in  almost  every  case  the 
vendors  of  an  undertaking  to  a  company  agree  to  take  a  certain 
number  of  "  fully-paid"  share,s  as  part  consideration  of  their 
purchase-price.  In  respect  of  -these  fully  paid-up  shares  it  was 
necessary  that  a  contract  in  the  terms  of  the  alx>ve  section 
should  be  filed  at  Somerset  House  with  the  Registrar  of  Joint 
Stock  Companies  "at  or  before"  the  time  of  the  allotment. 
Since  the  passing  of  the  Companies  Act,  1900,  however,  the 
above  section  has  been  repealed.  It  is  now  provided  {vide 
Companies  (Consolidation)  Act,  1908,  Section  88,  Subsection 
I  {b))  that  "in  the  case  of  shares  allotted  as  fully  or  partly 
"paid  up  otherwise  than  in  cash,  a  contract  in  writing 
"  constituting  the  title  of  the  allottee  to  the  allotment  "  is  to  be 
filed  with  the  Registrar  within  one  month  thereafter. 

The  actual  entries  in  the  books  themselves  are  comparatively 
simple.  A  Journal  entry  will  be  required,  debiting  the  vendors 
and  crediting  the  Share  Capital  Account  with  the  face  value  of 
the  shares  actually  issued.  These  shares  will  ordinarily  br^ 
posted  into  the  Share  Ledger  from  an  entry  at  the  foot  of  the 
Applications  and  Allotments  Rook,  with  a  note  to  the  effect 
that  the  shares  have  been  issued  as  "  fully-paid." 


TRANSFERS. 

Although  in  itself  a  most  important  matter,  the  question  of 
transfers  is  relatively  unimportant,  in  the  sense  that  it  in  no 
way  affects  the  financial  position  of  the  company  ;  it  is  merely 
a  registration  of  a  change  in  the  ownership  of  certain  shares, 
and  therefore  does  not  affect  the  financial  books.  It  does,  how- 
ever, affect  the  Share  Ledger,  and  the   proper  entry  will,  of 
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course,  be  to  debit  the  transferor  with  the  an;iount  of  the  shares 
transferred,  and  to  open  a  new  account  in  the  name  of  the 
transferee,  crediting  him  with  the  amount.  These  entries  are 
passed  through  a  Journal  called  the  "Transfer  Journal,"  or 
''  Register  of  Transfers,"  which  is  only  used  in  connection  with 
the  Share  ledger ;  it  does  not  deal  with  money  as  such,  but 
merely  records  the  particulars  of  the  shares  transferred.  The 
following  is  a  good  form  of  Transfer  Journal  {vide  p.  74). 


FORFEITURE    OF    SHARES. 

Most  Articles  of  Association  provide  that  if  any  call  is  in 
arrear  for  a  certain  number  of  days,  after  due  notice  has  been 
given  to  the  shareholder,  it  is  competent  for  the  directors,  by 
resolution,  to  declare  those  shares  forfeited  to  the  company, 
without  prejudice  to  any  rights  that  the  company  may  have 
against  the  shareholder  in  respect  of  such  calls.  It  may  be 
mentioned,  however,  that  it  is  desirable  that  the  resolution 
should  explicitly  state  that  the  required  notice  has  been  given 

and   not  complied   with,    and    that    "shares    Nos.    . 

standing  in  the  name  of ,  be  and  are  hereby  forfeited." 

There  are  various  methods  of  dealing  with  the  entry  of  for- 
feitures in  the  books,  but  the  one  that  is  suggested,  as  being  the 
best  and  simplest,  is  the  following  : — 

In  the  Share  Ledger,  by  means  of  the  Transfer  Journal, 
transfer  the  shares  in  question  to  the  "  Forfeited  Shares 
Account."  When  re-sold,  transfer  them  from  this  account  to 
the  account  of  the  purchaser  in  the  usual  way.  In  the  General 
(or  Private)  Ledger  pass,  by  means  of  the  Journal,  an  entry 
debiting  the  Share  Capital  Account  and  crediting  "  Forfeited 
Shares  Account  "  with  the  amount  paid-up  upon  those  forfeited 
shares.  Until  the  shares  are  re-issued  the  balance  of  the 
Forfeited  Shares  Account  should  be  separately  stated  upon  the 
liabilities'  side  of  the  Balance  Sheet;  but  when  the  shares  have 
again  been  disposed  of,  the  balance  of  the  Forfeited  Shares 
Account  may,  if  thought  fit.  be  credited  to  Reserve  Fund. 
Directors  may,  however,  re-issue  such  shares  at  a  discount 
not  exceeding  the  amount  originally  paid  up  thereon ;  and 
when  advantage  is  taken  of  this  power,   the  amount  of  such 
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discount  must  be  made  good  to  Share  Capital  Account  out  of 
Forfeited  Shares  Account. 


ISSUE    OF   SHARES   AT   A  PREMIUM. 

A  company's  shares  cannot  legally  be  issued  at  a  discount, 
but  they  can  be  (and  sometimes  are)  issued  at  a  premium. 
When  this  is  so,  the  prospectus  usually  states  the  amount  of  the 
premium  at  which  they  are  issued,  and  which  of  the  instalments 
payable  are  in  respect  of  the  premium.  Almost  the  invariable 
practice  is  for  the  premium  to  be  paid  in  advance,  along  with 
the  first  deposit ;  but  whether  this  is  so  or  not,  the  actual  Book- 
keeping entries  assume  a  very  simple  form.  There  is  no 
occasion  to  record  anything  in  connection  with  the  premium  in 
the  Share  Ledger.  The  Applications  and  Allotments  Sheets 
will  contain  a  separate  column  for  the  amount  of  the  premium, 
as  distinguished  from  the  amount  due  on  allotment,  and  the 
total  of  the  premiums  upon  those  shares  which  are  allotted  will 
be  posted  in  the  General  Ledger  to  the  credit  of  a  "  Premium 
on  Shares  Account,"  or  perhaps  direct  to  the  credit  of  the 
Reserve  Fund. 

DEBENTURES. 

The  above  procedure  will  in  all  cases  apply  equally  to  an 
issue  of  debentures,  instead  of  shares.  It  is  true  that  the 
persons  who  apply  for  debentures  do  not  place  themselves  in 
the  position  of  being  members  of  the  company  ;  on  the  contrary 
they  merely  lend  the  money  upon  certain  terms,  and  in  almost 
all  cases  they  have,  as  a  security  for  the  due  repayment  of  these 
moneys,  a  floating  charge  upon  the  undertaking,  by  virtue  of 
which — under  certain  circumstances  provided  for  in  the  form 
■of  debenture,  or  in  the  trust  deed,  if  there  be  one — it  is  com- 
petent for  them  to  apply  to  the  Court  to  appoint  a  Receiver, 
who  may  take  possession  of  the  undertaking,  when  the 
"  floating  "  charge  "  crystallises  "  into  a  "  fixed  "  charge,  and 
they  become  entitled  to  the  property  which  has  passed  into  the 
hands  of  the  Receiver,  in  preference  (with  a  few  quite  unimpor- 
tant exceptions)  to  all  other  persons.  Sometimes  debenture- 
holders  have  power  to  appoint  a  Receiver  without  reference  to 
the  Court. 
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In  the  meantime  the  Bookkeeping  entries  are  practically 
identical  with  those  which  have  been  mentioned  in  respect  of 
shares,  the  only  real  difference  being  that,  unlike  shares,  it  is 
quite  competent  for  a  company,  if  it  thinks  fit,  to  issue  deben- 
tures at  a  discount;  it  is  therefore  necessary  to  consider  what 
Bookkeeping  entries  are  necessary  when  this  course  is  pursued. 
The  position  of  affairs  under  these  circumstances  is  really  as 
follows — that,  if  the  entries  have  been  passed  through  in  the 
manner  already  described,  then  the  credit  balance  of  the  Deben- 
tures Account  in  the  Private  Ledger  will  be  for  the  nominal 
or  face  value  of  the  debentures,  and  a  corresponding  amount 
will  have  been  debited  to  the  Debenture-holders'  Account.  If, 
therefore,  the  debenture-holders  have  paid  less  than  the  face 
value  for  their  bonds  it  will  naturally  follow  that  this  latter 
account  will  show  a  debit  balance  equal  to  the  amount  of 
discount  allowed  upon  the  issue,  assuming  that  (except  in  respect 
of  the  discount)  all  payments  due  from  debenture-holders  have 
been  made  in  full.  To  correct  this  it  is  necessary  to  open  an 
account  in  the  Private  Ledger  called  "  Cost  of  Issue  of  Deben- 
tures Account,"  and  debit  this  with  the  amount  of  discount 
allowed,  crediting  the  Debenture-holders'  Account  with  a  like 
amount,  and  so  balancing  the  latter. 

Any  commission  paid  to  underwriters,  or  otherwise,  in  respect 
of  the  issue  of  debentures  may  also  be  debited  to  this  account, 
which,  unless  the  debentures  are  redeemable,  may  fairly  be 
treated  as  an  asset  and  brought  into  the  Balance  Sheet  accord- 
ingly. It  should,  however,  be  gradually  written  against  profits, 
as  being  in  no  real  sense  an  asset  of  intrinsic  value. 


TREATMENT  OF  REDEEMABLE  DEBENTURES. 

In  the  case  of  redeemable  debentures,  at  all  events,  it  is 
necessary  to  remember  that  these  deV>entures  will,  no  doubt,  l>e 
redeemable  at  par — that  is  to  say,  at  a  higher  price  than  that 
which  the  company  received  for  them — and  it  will  therefore 
then  be  necessary  that  the  difference  between  the  two  prices 
(which  is  a  loss  which  will  have  to  be  borne  by  the  company) 
should  be  provided  for  by  a  charge  to  Profit  and  Loss  Account, 
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which  may,  of  course,  be  spread  over  the  term  covered  by  the 
debentures  issued.  A  reserve  for  loss  upon  the  redemption 
of  the  debentures  must  also  be  made,  even  if  they  have  been 
issued  at  par,  if  they  are  afterwards  redeemable  at  a  higher 
price. 

The  next  point  that  claims  attention  is  with  regard  to  the 
necessary  entries  in  the  books  when  debentures  are  actually 
redeemed.  In  the  Debenture  Ledger  it  is  desirable  that  a 
"Debentures  Redeemed  Account"  should  l)e  opened,  and, 
through  the  Debenture  Transfer  Journal,  all  redemptions 
should  be  transferred  from  the  holders'  accounts  to  this  account. 
In  the  financial  books  of  the  company  the  cash  paid  upon  the 
redemption  of  debentures  should  be  posted  to  the  debit  of  a 
"Debentures  Redeemed  Account";  any  provision  which  it 
may  be  necessary  to  make  against  Profit  and  Loss,  in  the  case 
of  debentures  being  redeemed  at  a  higher  price  than  originally 
received  for  them,  must  also,  of  course,  be  credited  to  this 
account,  and  the  balance  should  be  periodically  transferred  to 
the  debit  of  the  Debentures  Account,  thereby  gradually  reducing 
the  amount  to  the  credit  of  the  latter. 

BOOKS   REQUIRED    TO   BE   KEPT   BY   COMPANIES. 

The  Companies  (Consolidation)  Act,  1908,  requires  that 
certain  statistical  books  should  be  kept  by  every  company 
registered  under  that  Act.  There  are  no  financial  books 
prescribed,  and  therefore  it  is  only  indirectly  that  the  point 
concerns  us  at  the  present  time ;  but,  for  the  sake  of  complete- 
ness, it  seems  desirable  to  refer  to  it.  These  books  are  as 
follows  : — 

Register  of  Members ; 

Annual  List  of  Members  and  Summary  ; 

Register  of  Mortgages  (which  must  include  debentures,  if 
secured  by  a  charge  on  the  assets) ; 

Minute  Book  ; 

Register  of  Directors  and  Managers. 

For  the  reason,  however,  that  none  of  these  books  in  any  way 
affect  the  financial  accounts  of  the  company,  it  is  unnecessary 
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to  deal  with  them  in  detail  here,  beyond  saying  that,  for 
practical  purposes,  it  is  usual  to  provide  that  the  Share  Ledger 
shall  contain  such  particulars  as  are  required  to  be  contained 
in  the  Register  of  Members,  so  as  to  obviate  the  necessity  for 
keeping  a  separate  Register. 

INCREASE    OR   REDUCTION    OF   CAPITAL. 

Upon  the  capital  of  a  company  being  increased  by  the  issue 
of  new  shares,  the  entries  necessary  in  the  books  follow  the 
ordinary  course  pursued  upon  the  allotment  of  the  original 
shares,  and  there  is  no  difference  whatever  in  the  procedure. 
But  in  the  case  of  the  reduction  of  a  company's  capital,  the 
procedure  is  that  all  the  shares  (or  all  the  shares  of  a  certain 
class)  are  considered  to  be  of  a  lower  nominal  value  than  was 
originally  the  case,  and  certain  entries  become  necessary  in  the 
financial  books  to  give  effect  to  this  consideration.  These  may 
be  recorded  as  follows  : — In  the  Share  Ledger  the  simplest  and 
most  convenient  way  is  to  procure  a  rubber  stamp,  briefly  stating 
the  effects  of  the  resolution  reducing  the  capital,  and  to  impress 
it  upon  every  page  affected.  The  share  certificates  should  also 
be  called  in  and  similarly  stamped,  or  new  certificates  may  be 
issued  in  exchange  therefor.  In  the  General  Ledger,  note  the 
reduction  on  the  heading  of  the  Share  Capital  Account,  and  if 
the  reduction  does  not  affect  the  paid-up  capital  no  further 
entry  is  required.  If,  however,  the  reduction  has  been  made 
for  the  purpose  of  writing  off  a  balance  to  the  debit  of  Profit 
and  Loss  Account  (or  Profit  and  Loss  Apportionment  Account) 
or  some  fixed  asset,  then  a  Journal  entry  must  be  made,  debiting 
Share  Capital  Account  and  crediting  the  account  to  be  written 
down,  or  written  off,  with  the  total  amount  of  such  reduction 
of  the  paid-up  capital. 


CHAPTER  IX. 


RESERVES  AND  RESERVE  FUNDS. 

It  need  hardly  be  stated  that,  m  the  case  of  a  private  trader, 
the  prudent  man  is  he  who  does  not  spend  the  whole  of  his 
available  profits,  but  leaves  a  portion  thereof  in  the  business 
gradually  to  accumulate ;  so  that,  in  course  of  time,  he  becomes 
very  much  richer  than  he  was  at  first.  There  is,  of  course,  a 
limit  to  the  practical  advantage  of  leaving  funds  in  any  one 
business,  and  that  limit  is  reached  when  it  is  found  that  the 
funds  cannot  usefully  be  employed  in  the  business  when  left 
there ;  but,  within  a  considerable  margin,  it  is  practicable  in 
most  instances  to  increase  the  profits  of  a  business  by  increasing 
the  amount  of  working  capital,  and  particularly  so  in  the  case 
of  joint-stock  companies  as  contrasted  with  individual 
enterprise. 

In  the  case  of  a  firm,  or  sole  trader,  when  unforeseen 
contingencies  arise  that  make  temporary  demands  for  further 
working  capital,  if  the  business  is  in  other  respects  a  sound  one, 
the  proprietors  will  always  put  their  hands  in  their  pockets  and 
find  further  working  capital,  or  if  necessary  borrow  it  for  the 
sake  of  the  business ;  but  the  same  cannot  be  said  of  share- 
holders. Whenever  contingencies  arise  which  make  sudden 
demands  upon  a  company  for  further  cash,  it  will  almost 
invariably  happen  that  this  is  the  particular  moment  when  it 
is  impossible  for  the  company  to  issue  further  shares,  except, 
perhaps,  upon  very  disadvantageous  terms ;  and  although 
debentures  are  sometimes  resorted  to  for  this  purpose,  it  may 
easily  happen  that  in  a  perfectly  sound  company  the  issue  of 
first  debentures  has  already  been  made,  and  second  debentures 
are  a  security  that  does  not  usually  find  favour  with  investors. 

That  being  so,  a  company  is  placed  at  a  disadvantage,  as 
contrasted  with  a  private  undertaking,  in  that  it  is  more  difficult 
for  a  company  than  for  a  private  firm  to  find  extra  working 
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capital  on  an  emergency.  It  is  therefore  very  much  more 
important  that  it  should  retain  within  its  control  a  certain 
amount  of  reserve  capital,  to  be  used  should  occasion  arise. 
Therefore,  in  the  case  of  a  company  even  more  than  in  the 
case  of  a  private  individual,  it  is  very  desirable  that  the 
whole  of  the  profits  should  not  be  taken  out  of  the  business. 

DEFINITION    OF  RESERVE    FUND. 

It  would  appear  not  to  be  generally  appreciated  what  a 
Reserve  Fund  really  is.  A  Reserve  Fund  is  neither  more  nor 
less  than  an  accumulation  of  profits  which  might  have  been 
distributed  by  the  company  in  the  form  of  dividends,  but 
which  it  has  been  considered  more  expedient  to  retain  as  a 
provision  against  unforeseen  contingencies.  Very  commonly 
it  will  be  found  that  companies  build  up  what  they  call  a 
Reserve  Fund  to  meet  losses  which  will  eventuady  be  found  to 
have  arisen  in  respect  of  bad  debts,  depreciation,  and  the 
like  ;  but  it  seems  desiral)le  to  point  out  in  the  strongest  possible 
terms  that  these  are  not  Reserve  Funds  at  all.  and  the  test  of 
this  is  that  they  have  not  been  accumulated  out  of  profits. 
The  Reserve  Fund  appears  in  the  books  of  the  company  as  a 
credit  balance  in  the  I^edger,  and  the  corresponding  debit — if 
it  is  a  true  Reserve  Fund — will  have  been  made  against  the 
balance  of  Profit  and  Loss  Appropriation  Account.  If  it  is 
tiot  a  true  Reserve  Fund,  the  corresponding  debit  will  be  against 
Profit  and  Loss  Account.  To  fully  appreciate  this  difference 
it  is,  of  course,  necessary  to  consider  what  are  profits  available 
for  dividend,  and  for  that  purpose  the  reader  may  usefully 
refer  to  Chapter  VIII  of  "  Auditing,"  by  the  author  of  this 
work  ;  but  for  present  purposes  it  is  thought  that  the  above 
-distinction  will  be  found  sufficient. 

INVESTMENT  OF  RESERVE  FUNDS. 

The  next  question  that  arises  is  this  :  Assuming  that  it  is 
<lesirable  not  to  distribute  the  whole  of  one's  profits,  but  to  set 
aside  a  certain  portion  each  year  as  a  Reserve  Fund,  what  is 
to  be  done  with  the  amount  so  set  aside?  It  need  hardly  be 
pointed  out  that,  when  it  has  h)een  decided  to  set  aside  a  certain 
portion  of  the  profits  available  for  dividend  as  a  Reserve  Fund, 
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the  only  Bookkeeping  entry  that  is  necessary,  or  even  possible, 
is  one  debiting  the  Profit  and  Loss  Appropriation  Account  and 
crediting  the  Reserve  Fund  with  the  amount  which  it  is  decided 
to  set  aside.  This  is  really  all  that  it  is  necessary  to  do  in 
connection  with  creating  a  Reserve  Fund,  and  it  is  all  that  it  is 
possible  to  do.  On  the  other  hand,  there  is  a  general  impres- 
sion— and  particularly  with  those  members  of  the  public  that  are 
not  very  familiar  with  accounts — that  a  Reserve  Fund  is  not 
"  real  "  unless  one  can  point  to  certain  sp>ecific  investments  out- 
side the  business  as  representing  it.  It  is  desirable,  therefore, 
to  point  out  very  clearly  that  there  is  absolutely  no  connection 
whatever  between  a  Reserve  Fund  and  any  assets  which  may 
be  said  to  represent  it.  A  Reserve  Fund  is  neither  more  nor 
less  than  undivided  profits,  and  it  is  impossible  to  say  it  is 
specifically  represented  by  any  particular  asset. 

It  will  generally  be  admitted  that, ^  when  a  company  has  had 
a  good  year  and  distributed  dividends  to  a  smaller  extent  than 
its  accumulated  profits,  the  balance  of  Profit  and  Loss  Account 
which  has  to  be  carried  forward  is  available  to  meet  future 
losses,  in  the  sense  that,  should  the  next  year  result  in  a  loss, 
that  balance  will  be  the  first  item  to  be  wiped  out,  and  that  it 
will  be  wip>ed  out  automatically.  Now,  the  second  item  to  be 
wiped  out  by  a  loss — in  the  event  of  this  balance  brought 
forward  from  previous  years  on  Profit  and  Loss  Account  being 
insufficient — is  the  Reserve  Fund.  In  the  event  of  there  being 
a  loss,  which  the  balance  brought  forward  on  Profit  and  Loss 
Account  is  insufficient  to  cover,  the  next  account  to  which  this 
loss  must  be  debited  is  the  Reserve  Fund.  It  is  a  contradiction 
in  terms  to  state,  in  the  form  of  a  Balance  Sheet,  a  position  of 
affairs  showing  a  deficiency  or  a  debit  balance  on  Profit  and 
I-oss  Account,  and  a  surplus  or  a  credit  balance  on  Reserve 
Fund.  It  is  absolutely  impossible  that  there  should  be  both  a 
surplus  and  a  deficiency ;  that  being  so,  it  follows  that  the  mere 
investment  of  a  Reserve  Fund  affords  absolutely  no  securitv 
for  its  continued  existence ;  it  can  only  exist  so  long  as  the 
company  continues  not  to  make  losses,  and  no  longer.  Even 
if  there  should  be  investments  supposed  to  represent  the 
Reserve  Fund,  their  existence  will  in  no  sense  help  to  guard  the 
Reserve  Fund  against  extinction  by  reason  of  losses  being 
sustained. 
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DESIRABILITY   OF    INVESTING   RESERVE    FUNDS. 

On  the  other  hand,  it  is  well  to  admit  that,  although  the 
Reserve  Fund  itself  may  have  to  be  wiped  off  because  a 
company  has  had  a  bad  year,  or  a  series  of  bad  years,  this  in 
itself  is  no  reason  why  a  company,  which  does  not  distribute  all 
its  profits,  should  not  invest  the  amount  which  it  reserves  in 
outside  securities,  so  as  to  distribute  its  risk.  Of  course,  if  all 
the  resources  of  a  company  are  confined  to  the  particular 
business  engaged  in,  the  shareholders  have  all  their  money 
embarked  upon  a  single  venture,  and  if  anything  goes  wrong 
with  it,  they  are  in  a  very  bad  position.  If,  on  the  other 
hand,  part  of  their  money  is  invested  in  outside  securities  of  a 
first-class  character,  they  have  always  a  certain  "nest-egg"  to 
fall  back  upon,  that  can  be  realised  in  times  of  need,  which — as 
has  been  pointed  out — is  the  time  when  it  is  most  difficult  to 
raise  further  capital  by  any  other  means.  For  this  reason  it  is 
very  desirable,  when  a  company  can  afford  to  do  so,  that  its 
surplus  capital  should  be  separately  invested  ;  but  this  is  quite 
another  thing  from  saying  that  a  Reserve  Fund  is  not  a  "  real  " 
one.  until  it  is  invested  outside  the  business. 


SINKING   FUNDS. 

The  next  point  that  claims  attention  is  the  distinction 
between  a  Reserve  Fund  and  a  Sinking  Fund.  A  Reserve 
Fund  has  already  been  defined  as  a  sum  set  aside  out  of  profits 
to  aneet  unknown  contingencies.  A  Sinking  Fund,  on  the 
other  hand,  is  a  sum  set  aside  to  meet  known  contingencies. 
e.g.  the  redemption  of  liabilities  like  debentures,  mortgages,  &c. 
The  distinction  may  appear  to  be  a  fine  one,  but  it  is  less  so 
than  appears  at  first  sight.  A  Reserve  Fund  is  a  purely 
prudential  measure,  which  it  is  thought  desirable  to  provide  so 
that,  in  the  event  of  the  company's  business  being  less  profit- 
able at  a  later  stage,  there  may  be  something  to  fall  back  upon 
to  tide  over  the  bad  time ;  and  it  is  for  this  purpose  that  a 
Reserve  Fund  is  maintained.  A  Sinking  Fund  is  set  aside 
because  it  is  known  that,  at  some  future  time,  a  sum  of  money 
will  be  required,  not  for  the  sake  of  making  good  a  wasting  of 
assets  or  loss  of  any   description,  but  in  order   to  pay  off   a 
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liability  which  will  become  clue  at  some  future  date,  such  as 
when  debentures  or  mortgages,  which  have  been  lent  for  a 
definite  time,  mature,  and  it  is  desired  to  redeem  them  out  of 
the  existing  funds,  rather  than  to  seek  a  fresh  advance  else- 
where. The  essence  of  the  distinction  comes  in  in  this  way — 
that,  whereas  it  is  perfectly  proper,  and,  indeed,  financially 
desirable,  that  the  Reserve  Fund  of  a  company  that  is  short  of 
working  capital  should  be  kept  in  the  business — so  as  to 
increase  the  available  amount  of  working  capital  and  the 
consequent  profits — it  is  essential  that  a  Sinking  Fund  should 
be  invested  in  securities  outside  the  company,  so  that  when  the 
time  comes  that  the  amount  is  required  to  pay  off  the  liabilities, 
it  may  readily  be  realised  without  any  embarrassment  to  the 
business. 


The  term  Sinking  Fund  is  also  sometimes  applied  to  a 
provision  set  aside  for  the  replacing  of  wasting  assets,  when 
investments  are  accumulated  -per  contra  to  provide  the  funds 
necessary  when  the  time  comes  for  renewal.  In  this  case,  of 
course,  the  periodical  instalments  are  a  charge  against  profits, 
and  not  an  allocation  of  profits. 


DEPRECIATI6N. 

This  is  a  very  large  question  indeed,  and  one  which  cannot 
be  at  all  fully  dealt  with  in  the  limited  space  available  here, 
nor  is  that  necessary,  inasmuch  as  the  author  has  already 
considered  the  subject  very  exhaustively  elsewhere.*  It 
seems  desirable,  however,  to  point  out  that  the  amount  to  be 
written  oft  for  depreciation  is  not — as  some  people  seem  to 
think — a  provision  made  out  of  profits  to  meet  a  loss  which,  at 
some  future  date,  will  be  ascertained;  but  rather  one  of  many 
instalments  which  (after  a  careful  calculation)  it  is  believed 
will  eventually  aggregate  to  the  value  of  certain  assets  by  the 
time  those  assets  become  useless  to  the  company.  That  is  to 
say  the  amount  set  aside  for  depreciation,  although  in  a  sense 


*  Depreciation,  Reserves,  and  Reserve  Funds,  by  Lawrence  R.  Dicksee,  M.Com.,  F.C.A. 
Gee  &  Co.  (Publishers),  Ltd.,  London. 
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an  estimate,  is  not  an  arbitrary  amount,  but  one  of  many 
instalments  which,  taken  altogether,  are  expected  to  accu- 
mulate to  the  capital  value  of  the  asset  which  is  depreciating. 

This  may  be  put  another  way.  Such  assets  of  a  company  as 
are  of  a  wasting  nature,  either  by  effluxion  of  time,  or  by  wear 
and  tear,  or  by  the  fact  that  continual  invention  is  reducing 
the  value  of  existing  assets  by  decreasing  the  demand  for  them 
in  the  market,  are  continually  becoming  of  less  value,  and  this 
quite  irrespective  of  whether  the  company  which  owns  them  is 
making  a  profit  or  a  loss.  On  the  other  hand,  the  precise 
amount  of  such  shrinkage  in  value  from  time  to  time  cannot  be 
ascertained  accurately;  and  it  is  not  altogether  desirable — 
even  if  possible — that  the  actual  loss  from  time  to  time  should 
be  put  down,  as  this  might  have  the  effect  of  causing  serious 
fluctuations  in  profits  without  any  corresponding  advantage. 
It  is,  therefore,  generally  conceded  that  the  better  method  of 
dealing  with  the  matter  is  that  the  "  working  life  "  of  the  asset 
in  question  should,  as  far  as  possible,  be  ascertained ;  and  that 
the  original  value  of  the  asset  should  be  spread  over  the  esti- 
mated term  of  its  life,  and  a  proportionate  amount  being 
written  off  during  each  year. 

METHOD   OF  WRITING    OFF   DEPRECIATION. 
« 

In  this  connection  it  may  be  stated  that,  for  all  ordinary 
purposes,  assets  are  written  down  by  means  of  a  percentage, 
which  may  be  either  a  fixed  percentage  upon  the  original  value, 
or  a  fixed  percentage  upon  the  value  standing  to  the  debit  of 
the  assets  account  at  the  commencement  of  the  year  under 
review. 

There  is  a  very  material  distinction  between  these  two 
methods.  Thus,  supposing  it  is  estimated  that  the  life  of  a 
machine  is  twelve  years,  and  that  at  the  end  of  that  time  its 
value  will  be  lo  per  cent,  of  the  original  value;  then,  if  the 
system  be  adopted  of  writing  off  a  fixed  percentage  upon 
the  original  cost,  7^  per  cent,  will  be  the  proper  rate  for 
depreciation ;  on  the  other  hand,  if  the  system  be  adopted  of 
w^riting  the  percentage  off  the  reducing  balances,  it  will  l)e 
necessary  that  the  depreciation  should  be  at  the    rate  of   17^ 
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per  cent.  It  will  be  seen  that  the  latter  method  throws  a  very 
much  heavier  instalment  upon  the  earlier  years,  whereas  the 
former  keeps  the  instalments  for  depreciation  always  uniform. 
But  it  must  be  remembered  that,  in  addition  to  deprecia- 
tion, there  are  always  necessary  repairs  in  connection  with 
machinery,  and  these  naturally  fall  with  increased  heaviness 
upon  the  latter  years  of  a  machine's  life;  so  that,  upon  the 
whole,  probably  the  system  of  writing  the  depreciation  off  the 
reducing  balances  effects  a  more  equitable  apportionment  of 
repairs  and  depreciation  taken  together  throughout  the 
different  years.  It  is,  however,  very  important  that  the  distinc- 
tion between  the  rates  that  must  be  adopted  in  the  two  cases 
should  not  be  overlooked. 


DEPRECIATION    OF   LEASES. 

With  regard  to  the  depreciation  of  leases  it  is  not  usual  to 
adopt  the  fixed  percentage,  unless  the  term  of  the  lease  is  very 
short,  because  it  is  usually  considered  desirable  that  the  effect 
of  interest  upon  the  capital  involved  should  also  be  taken  into 
account.  When  a  premium  is  paid  for  a  lease  it  is  because  the 
actual  annual  value  of  the  property  is  believed  to  be  greater 
than  the  rent  payable  under  the  terms  of  the  lease.  That  is  to 
say,  the  premium  is  the  ' '  present  value  "  of  a  portion  of  the 
rent  paid  in  advance.  The  amount  of  the  premium  should 
therefore  he  reduced  annually  by  transferring  a  fixed  instal- 
ment to  Rent  Account — or,  if  thought  desirable,  it  may  be 
shown  under  a  separate  heading  as  Depreciation.  But  the 
amount  of  capital  invested  in  the  lease  is  continually  decreas- 
ing, and  whatever  capital  there  is  invested  in  it  from 
time  to  time  should  be  bearing  interest,  and  would  be  bearing 
interest  if  invested  in  other  ways  ;  therefore  it  is  necessary 
that  the  amount  to  be  debited  to  Profit  and  Loss  Account  for 
excess  rent  (or  depreciation)  should  be  such  that,  when 
credited  to  the  Lease  Account,  it  will  reduce  that  account  to 
zero  by  the  time  the  lease  expires,  after  the  Lease  Account  has 
been  debited  and  Interest  Account  credited  with  a  percentage 
— say  4  per  cent. — upon  the  debit  balance  of  the  Lease 
Account  from  year  to  year.  It  is  unnecessary  to  go  into  the 
question  as   to  how  these  calculations  are  made — in  practice 
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they  are  usually  arrived  at  by  the  use  of  tables  which  are 
specially  constructed  for  the  purpose;  but  the  Bookkeeping 
entries  are  that  the  Lease  Account  is  debited  and  Interest 
Account  credited  with  interest  upon  the  debit  balance  of  the 
Lease  Account  at  the  commencement  of  each  year,  and  Lease 
Account  is  credited  and  Rent  (or  Depreciation)  Account 
debited  with  a  uniform  sum  written  off  by  way  of  rent  paid  in 
advance,  or  depreciation.  Before  dismissing  this,  subject, 
however,  it  may  be  mentioned  that  most  leases  contain 
covenants  by  which  the  lessee  is  required  to  leave  the  premises 
in  a  proper  state  of  repair,  and  these  usually  involve  a  con- 
siderable outlay  at  the  close  of  a  lease.  That  outlay  will  vary, 
according  to  circumstances,  from,  perhaps,  six  months'  to  two 
years'  rent.  It  is  desirable,  therefore,  that  the  actual  term  of 
the  lease  (for  the  purpose  of  considering  the  amount  to  be 
written  off  for  depreciation)  should  be  taken  as  something 
between  six  months  and  two  years  less  than  the  actual 
unexpired  term.  The  result  of  this  will  be  that  the  Lease 
Account  will  be  reduced  to  zero  that  length  of  time  before  the 
lease  actually  expires,  and  during  the  remainder  of  the  period 
the  Profit  and  Loss  Account  can  be  charged  with  instalments 
for  depreciation  at  the  same  rate  as  before,  which  can  ht 
credited  to  a  Reserve  Account  (or  a  Sinking  Fund)  created  to 
meet  the  cost  of  dilapidations  when  the  liability  actually 
accrues. 


CHAPTER  X. 


PROFITS    AVAILABLE    FOR    DIVIDEND. 

With  regard  to  the  question  of  what  profits  are  available  for 
dividend,  this  is  a  matter  that  is  governed  almost  entirely  by 
the  articles  of  association  of  each  individual  company.  There 
is  practically  nothing  uix)n  the  subject  in  the  Companies  Acts 
beyond  a  general  statement  that  the  capital  of  a  company  must 
not  be  returned  to  the  shareholders.  It  is  only  in  Table  "  A  " 
that  it  is  stated  that  ' '  no  dividend  shall  be  paid  otherwise  than 
out  of  profits."  Most  articles  of  association  contain  some 
similar  clause ;  but.  on  the  other  hand,  some  companies 
expressly  provide  that,  before  arriving  at  profits  available  for 
distribution,  it  is  not  necessary  that  any  reserve  should  be  made 
for  the  wasting  of  the  capital  assets  of  the  company,  and  it  has 
been  held  by  the  Court  of  Appeal  that  when  such  a  clause  is  to 
be  found  in  a  company's  articles  of  association  it  is  unnecessary 
for  provision  to  be  made  for  depreciation.  That,  at  least, 
would  appear  to  be  the  correct  reading  of  these  decisions ;  but 
they  are  by  no  means  clear,  and  it  seems  doubtful  whether  the 
Judges  who  gave  them  were  really  sufficiently  au  fait  with  the 
position  of  affairs  to  give  anything  more  than  a  decision  upon 
the  precise  points  which  were  placed  before  them ;  and  it  is, 
perhaps,  even  more  doubtful  whether  they  wished  to  give 
decisions  which  were  of  general  application.  In  any  case, 
there  would  appear  to  be  this  important  reservation,  that  a 
company  cannot  pay  dividends  under  any  circumstances  which 
would  have  the  effect  of  leaving  its  creditors  out  in  the  cold. 
But  so  long  as  the  creditors  are  not  defrauded,  apparently, 
the  Courts  will  not  interfere  to  prevent  so-called  "profits" 
being  distributed  among  .shareholders  which  do  not  provide 
for  the  replacement  of  wasting  capital.  How  far  this  attitude 
of  the  Courts  may  be  taken  as  a  statement  of  the  law  upon  the 
subject,  and  how  far  it  is  due  to  a  disinclination  to  interfere  with 
the  bond  fide  discretion  of  directors  and  shareholders,  it  is,  how- 
ever, verv   difficult  to  sav.      Be  it   as  it  mav.    no   decision  of 
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the  Courts  can  really  alter  what  are,  and  what  are  not,  net 
profits ;  and,  whatever  dividend  may  be  declared,  accounts 
should  not  be  published  to  shareholders  stating  as  "  net 
profits ' '  something  which  does  not  provide  a  charge  against 
profits  to  cover  any  wastage  of  assets  that  has  actually  occurred. 
On  the  other  hand,  it  is  practically  impossible  in  many  cases 
to  put  a  definite  value  upon  those  fixed  assets  of  a  company 
that  are  of  a  permanent  character  ;  that  is  to  say,  so  long  as  a 
reasonable  basis  of  depreciating  the  assets  is  arrived  at,  and 
continued  in  good  faith,  it  is  quite  unnecessary  to  take  into 
consideration  any  possibility  of  the  fixed  assets  of  a  company 
■fluctuating  in  value  from  time  to  time.  With  regard  to  the 
floating  assets,  however,  it  is  important  that  the  actual  values 
at  the  time  should  be  taken  into  consideration,  as  these  assets 
are  only  held  by  the  company  for  the  purpose  of  converting 
them  into  cash  as  soon  as  possible,  and  therefore  it  is  their 
realisable  values  that  should  be  taken,  and  not  their  cost. 
Further,  it  should  be  borne  in  mind  that  stock-in-trade  should 
be  valued  at  what  it  might  be  bought  for  on  the  date  of  the 
Balance  Sheet,  rather  than  what  it  would  then  have  sold  for. 
It  is,  however,  beyond  the  secretary's  province  to  consider 
these  questions  in  detail ;  they  belong  primarily  to  the  directors 
and  the  auditors,  both  of  whom  have  independently  to  arrive  at 
a  hond  -fide  opinion  upon  the  subject,  and  to  place  their  views 
before  the  shareholders,  who  are  the  final  arbitrators  upon  the 
point. 

DECLARATION    OF   DIVIDENDS. 

The  declaration  of  dividends  is  a  question  that  is  governed 
by  the  articles  of  association  of  each  individual  company. 
Without  articles  providing  for  the  declaration  and  payment  of 
dividends,  it  would  seem  that  none  could  be  declared ;  but  this 
is  perhaps  a  point  of  only  academical  interest,  inasmuch  as  this 
is  one  of  the  things  that  are  always  provided  for  by  articles  of 
association,  and  it  is  generally  regarded  as  one  of  the  most 
important.  In  the  absence  of  special  provisions  in  the  articles, 
a  fortiori,  interim  dividends  may  not  be  declared  by  the 
directors ;  but  when  the  articles  give  the  necessary  power, 
directors  may  declare  an  interim  dividend,  although  they  run  a 
serious  risk  if   they   do   so  without  taking    adequate  steps  to 
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satisfy  themselves  that  they  are  justified  in  so  doing,  having 
regard  to  the  position  of  the  company's  finances  and  accounts. 
^Vhat  may  be  called  the  dividend,  however,  has  usually  to  be 
declared  by  a  vote  of  the  shareholders  in  general  meeting ;  but 
many  articles  provide  that  the  shareholders  shall  not  be 
allowed  to  vote  a  larger  dividend  than  that  recommended  by 
the  directors.  It  is  difficult  to  say  what  this  ' '  recom- 
mendation"  of  a  dividend  by  the  directors  actually  means,  nor 
is  it  really  necessary  to  go  into  this  question ;  it  may,  however, 
probably  be  taken  that  it  means  nothing  more  than  that  the 
directors  have  gone  into  the  accounts — which,  as  already  stated, 
are  the  accounts  of  the  directors — and  have  satisfied  themselves 
that  these  accounts  justify  the  declaration  of  a  dividend  at  the 
rate  recommended.  The  auditor,  as  has  been  decided  in  several 
cases,  has  nothing  whatever  to  do  with  the  declaration  of  the 
dividend,  or  the  recommendation  of  it ;  all  he  has  to  do  is  to 
satisfy  himself  that  the  accounts  submitted  to  the  shareholders 
show  the  true  position  of  affairs,  so  far  as  it  is  possible  for 
him  to  ascertain  that  position  by  the  exercise  of  reasonable 
care  and  skill.  An  ordinary  resolution  is  all  that  is  necessary 
for  the  declaration  of  a  dividend,  and  in  practice  it  is  usually 
combined  with  the  resolution  adopting  the  accounts  and  the 
directors'  report. 

PAYMENT   OF   DIVmENDS. 

With  regard  to  the  actual  payment  of  the  dividend,  the 
following  examples  show  the  form  of  the  Profit  and  Loss 
Apportionment  Account,  and  the  Dividend  Account  in  the 
Private  Ledger,  and  also  the  Journal  entries  which  are 
necessary  to  give  effect  to  the  various  transactions  : — 
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Journal  191 9. 


Dr. 


Cr. 


March    3id  ■ 


Profit  and  Loss  Apportionment  Account.. 

To  Resei-ve  Fund 
(Bein^  the  amount  transferred  to  latter  account  by  resolution 

of  General  Meeting  held  this  day.) 

Profit  and  Loss  Apportionment  Account 
To  Dividend  Account  (Preference  Shares  at  7%)     . . 
,,  Do.  (Ordinary  Shares  at  12%)     . . 

(Being  the  aggregate  amount  of  dividends  voted  by  Share- 
holders at  General  Meeting  held  this  day.) 

Dividend  Account 

To  Income  Tax  Account . . 
{Being    6s.   in   the    £    Income   Tax    upon   the  aggregate 

amount  of  dividends  decUved  this  day.) 


It  is  quite  unnecessary  that  any  detail  as  to  the  payment  of 
the  dividends  to  individual  shareholders  should  appear  in  the 
Private  Ledger.  The  best  method  is  to  draw  one  cheque  for 
the  whole  amount  of  the  dividend,  and  to  pay  it  into  a  separate 
banking  account,  against  which  cheques  (or  warrants)  for  the 
net  amount  of  each  dividend  are  issued ;  so  that  from  time  to 
time  the  balance  on  this  separate  banking  account  will  show 
the  amount  of  dividends  unclaimed.  On  the  other  hand,  if 
there  be  only  a  very  few  shareholders,  it  may  seem  hardly 
worth  while  to  go  to  this  length ;  and  in  that  case  the  simplest 
plan  is  to  enter  up  the  individual  cheques  for  dividend  upon 
the  credit  side  of  the  Cash  Book  in  an  inner  column,  and 
extend  the  total,  which  total  alone  will  be  posted  to  the 
Dividend  Account  in  the  Private  Ledger. 


INCOME    TAX. 


In  this  connection  it  is  convenient  to  consider  another 
important  point,  namely,  the  question  of  income-tax.  As  the 
reader  is  no  doubt  aware,  a  company  is  assessed  for  income-tax 
upon  the  average  amount  of  its  profits,  but  it  is  quite  compe- 
tent for  the  company  to  deduct  income-tax  from  each  dividend 
paid,  and  in  the  case  of  interest  on  debentures  it  is  only  right 
and  proper  that  it  should  do  so.  The  same  remark  applies  to 
dividends  upon  preference  shares,  when  the  full  amount  of 
such  dividends  is  being  paid  to  the  shareholders.     It  is  quite 
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6ptional  whether  the  dividend  upon  ordinary  shares  should 
be  paid  subject  to  deduction  of  income-tax  or  not ;  but  the 
term  "free  of  income-tax"  is  somewhat  misleading  in  this 
connection,  inasmuch  as  in  every  case  the  company  has  already 
paid  tax  upon  the  profits  earned,  and  a  further  tax  cannot 
be  levied  upon  the  individual  shareholders.  It  is  merely  a 
question  whether  they  are  to  be  paid  a  dividend  of  (say)  lo 
per  cent,  gross,  or  of  lo  per  cent,  less  income-tax.  The  latter, 
of  course,  takes  a  slightly  smaller  amount  to  pay  the  dividend 
than  the  former,  and  there  is  nothing  else  in  the  distinction. 

The  necessary  Journal  entries  to  give  effect  to  these 
deductions  of  tax  are  also  shown  in  the  -pro  forma  accounts 
given  above,  and  it  is  thought  that  they  will  be  found 
intelligible.  The  dividend  list  (which  has  no  direct 
connection  with  the  books)  should  be  prepared  from  the 
Share  Ledger,  with  three  cash  columns,  showing  the  gross 
dividend,  the  amount  of  the  income-tax  deducted,  and  the  net 
dividend  payable  to  each  shareholder  respectively. 


THE    TREATMENT   OF   LOSSES. 

The  last  point  to  be  dealt  with  here  is  the  treatment  of 
losses.  In  the  case  of  individual  traders,  or  private  firms,  the 
debit  balance  on  Profit  and  Loss  Account  (representing  the 
loss  on  the  year's  business)  is — in  the  absence  of  express 
agreement  to  the  contrary — transferred  to  the  debit  of  the 
various  partners'  Capital  Accounts  in  the  same  proportions  as 
they  would  have  been  entitled  to  profits,  had  any  been 
earned.  It  is  impossible,  however,  to  adopt  this  treatment  in 
the  case  of  a  company ;  because,  by  a  legal  fiction,  the  capital 
of  a  company  is  supposed  to  be  "  fixed."  It  is  therefore  neces- 
sary to  leave  the  balance  to  the  debit  of  the  Profit  and  Loss 
Appropriation  Account,  so  as  to  be  brought  down  to  the  debit 
of  the  next  year's  account,  and  no  further  dividends  ought 
to  be  paid  until  this  debit  balance  has  been  wiped  out  by  subse- 
quent profits,  unless  indeed  there  is  a  Reserve  Fund  to  which 
recourse  may  be  had  for  the  purpose  of  writing  off  the  debit 
balance,  or  unless  the  company's  capital  be  "  reduced."  At  the 
same  time,  it  should  be  added  that  it  is  quite  doubtful  whether 
any  such  restriction  exists  in  law. 


APPENDIX  "A. 


At  the  close  of  the  series  of  lectures  referred  to  in  the  preface  to  the 
first  edition  of  this  work,  the  author  set  the  following  examination 
paper  to  those  members  who  had  regularly  attended  the  course. 

It  is  thought  that  the  questions,  together  with  the  correct  answers 
thereto,  will  be  found  of  interest  to  the  reader.  They  are,  therefore, 
added  to  the  present  work  in  the  form  of  an  appendix. 


THE    INSTITUTE    OF    SECRETARIES. 


Session  1896-97. 


Instructions     to     Candidates. 
(a)  Write  only  on  one  side  of  the  paper,  and  leave  a  side  margin. 

(6)  Number  the  pages  of  answers,  placing  your  name  in  the  left-hand  top 
corner  of  each  page  and  the  number  of  the  page  in  the  right-hand 
top  corner. 

(c)  You  may  answer  the  questions  tn  any  order  you  please,  but  put  the 
number  of  the  question  in  the  margin  against  each  answer. 


BOOKKEEPING. 

Q.   1. — Fr^m  the  following  Trial  Balance  prepare  Trading  Account, 
Profit  and  Loss  Account,  and  Balance  Sheet  : — 
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Trial  Balance,  31st  December  i8g6. 


Dt 

Cr. 

f. 

s 

d 

£       s   d 

Ordinary  Share  Capital  . . 

10,000    0   0 

Preference        do.           

10,000    0   0 

Stock  on  hand  (xst  Januar>-  1896) 

12,000 

0 

0 

Purchases 

40,000 

0 

0 

Wages        

7,500 

0 

0 

Cash  at  Bank . 

4,500 

0 

0 

Bills  Receivable 

1,000 

0 

0 

Bills  Payable 

7,000    0    0 

Sundry  Creditors 

5,600   0    0 

Sales          

50,000   0   0 

Sundry  Debtors  . . 

10,500 

0 

0 

Machinery             

4,000 

0 

0 

Rent  of  Factor>-             

500 

0 

0 

Rent  of  Warehouse  and  Offices 

250 

0 

0 

Salaries 

750 

0 

0 

Directors'  Fees 

500 

0 

0 

Auditor's  Fee 

50 

0 

0 

Discounts  . . 

150 

0 

0 

General  Expenses           

1,000 

0 

0 

Profit  and  Loss  Account  (ist  January  1896) 

x.ioo    0    0 

Dividend  (paid  loth  April  1896^        

1,000 

0 

0 

£83,700 

0 

0 

£83,700    0    0 

Provide  ;^2oo  for  depreciation  of  machinery,  ;^io5  for  bad  and  doubt- 
ful debts,  and  ;^2oo  for  wages  accrued  due.  The  stock  on  hand  on 
31st  December  1896  was  ;^i3,5oo. 
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A.    2.— 

The   British   Motor  Car   Company,   Lim. 
Bought  Ledger  Trial  Balance,  31st  December  1896. 


Dr. 

Cr. 

C      s     d 

i      s 

d 

a.               

540     0 

0 

B.                

50     0 

0 

C.                

75     0 

0 

D.               

920     0 

0 

E.               

55     0 

0 

F.               

62     0 

0 

Private  Ledger  Adjustment  Accouaf. . 

1,702     0    0 

£1,702    0    0 

€> 

,702     0 

0 

■" 

The  British  Motor  Car  Company,  Lim. 
Sold  Ledger  Trial  Balance,   31st  December  i8g6. 


Cr. 


G. 
H. 
I. 
J. 
K. 
Wvate  Ledger  Adjustment  Account . . 


£351 


£351 


The  British  Motor  Car  Company,  Lim. 
Private  Ledger  Trial  Balance.  31st  December  1896. 


Dr. 

Cr. 

i 

s 

d 

£        s 

d 

Share  Capital  .Account 

100,000    0 

0 

Sundry  Shareholders 

462 

0 

0 

Bought  Ledger  Adjustment  Account . . 

1,702    0 

0 

Sold  Ledger  Adjustment  Account 

351 

0 

0 

Buildings,  Plant,  Machinery,  &c. 

.    60,000 

0 

0 

Stock-in-Trade 

Cash           

•    45,645 
■    1 1,540 

0 
0 

0 
0 

Rent,  Salaries,  and  General  Expenses 

2. 500 

0 

0 

Directors'  Fees 

1,000 

0 

0 

Trading  Account             

2,000    0 

0 

Profit  and  Lose  Account           

796    0 

0 

/:i24,498 

0 

0 

£124,498    0 

0 

lOO 
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Q.  3. — Explain  how  the  followiug  Trial  Balance  of  the  books  of  a 
branch  in  New  York  should  be  incorporated  into  the  head  office 
accounts  : — 

Trial  Balance.   31st  December  1896. 


Head  Office  Account 

Remittance  Account 

Cash 

Debtois 

Creditors    . . 

Fiztuies  and  Fittings 

Stock  (on  ist  January 

Purchases  . . 

Sales 

Trade  Expenses 

Discounts  . . 

Bills  Receivable 


1896) 


Dr. 

Cr. 

$ 

c. 

$ 

20,000 

c. 

00 

5.000 

00 

4,260 

00 

7,500 

00 

1,000 

00 

1,740 

00 

4,650 

00 

16,210 

00 

28,4'?o 

00 

4,600 

00 

250 

00 

5,720 

00 

$49,680 

00 

$49,680 

00 

A.  3. — ^The  answer  to  this  question  depends  entirely  upon  the  rate 
of  exchange  ruling  during  the  year  under  review,  but  assuming  that 
the  dollar  was  worth  5od.  when  the  capital  expenditure  was  incurred, 
was  49 J  on  31st  December  1896,  and  averaged  49!  throughout  the 
year,  and  assuming  further  that  the  remittance  of  l5,ooo  to  the  head 
office  realised  ;^i,036  9s.  2d.,  then  the  Trial  Balance  should  be  converted 
into  sterling  as   follows  : — 

Trial  Balance,  31st  December  1896. 


A.  Head  Office  Account 

B.  Remittance  Account 

C.  Cash  

C.  Debtors         

C.  Creditors 

Fixtures  and  Fittings 

A.  Stock  (on  ist  January  1896) 

E.  Purchases 

E.  Sales 

E.  Trade  Expenses 

E.  Discounts 

C.  Bills  Receivable 

Exchange  Account. 


£ 

s 

d 

c 

4,166 

s  d 
13  4 

1,036 

9 

2 

978 

12 

6 

1,546 

17 

(1 

206 

5  0 

366 

13 

4 

963 

18 

2 

3,3" 

15 

I 

5,878 

9  " 

951 

2 

n 

51 

13  to 

1,179 

15 

0 

67 

18 

5 

£10,303 

2 

1 

£10,303 

2  X 

A.  At  actual  figure  in  head  office  books  on  ist  January  1895. 

B.  At  actual  figure  received  by  head  office. 

C.  At  49J,  the  actual  rate  on  31st  December  1896 

D.  At  50,  the  actual  rate  when  expenditure  incurred. 

E.  At  4Qf,  the  average  rate  during  the  current  year. 

Note.— The  Stock  on  the  31st  December  1896  would  be  brought  into  the  accounts 
at  49*. 
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There  would  be  accounts  in  the  head  office  books  as  follows  : — 
Branch  Office  Account,  Dr..  £4,166  13s.  ^d.  ;  Remittances,  Cr., 
;^i,036  9s.  2d.  These  would  be  treated  as  Adjustment  Accounts,  and 
the  above  Trial  Balance  incorporated  in  the  head  office  books  upon 
that  basis. 

Q.  4.— The  London  Engineering  Company,  Limited,  acquires  on 
1st  April  1897  from  William  Brown  the  following  property  : — 

Stock-in-trade  . .         , .         . .       £10,000 

Machinery . .         20,000 

Freehold  Buildings  (subject  to   a 
Mortgage  of  £15,000)     ..         ..         47,500 

Goodwill  and  Patent  Rights       ..         22,500 

£100,000 

Payment  is  made  on  the  same  day  as  follows  : — 
Cash  . .         . .         . .         . .         . .       £20,000 


Debentures   . . 
Preference  Shares 
Ordinary  Shares 
Deferred  Shares 


50,000 
10,000 
10,000 
10,000 

£100,000 


You  are  required  to  explain  exactly  how  the  above  arrangement 
may  be  carried  into  effect,  and  what  entries  should  be  made  in  the 
books  of  the  company. 

A.  4. — Upon  the  conveyance  of  the  various  assets  named  being 
executed,  an  entiy  to  the  following  effect  would  be  passed  through 
the  company's  Journal  and  posted  to  the  Private  Ledger  in  the  usual 
way  : — 
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Journal,  1897. 


1ST   April. 
Stock 

Machinery  . . 

Freehold  Buildings 

Goodwill  and  Patent  Rights    . . 

To  Mortgage  on  Freeholds    . . 

„  William  Brown 

Being  sundry  Assets  acquired  by  the  company  this  day  {subject 

to  the  mortgage  stated  above)  as  per  resolution  of  the  Board 

No. — ,  confirming  agreement  of  this  date  between  the  Company 

and  Wm.  Brown. 

Wil'iam  Brown    . . 

To  Debentures  Account 

„  Preference  Shares  Account 

„  Ordinary  do. 

„  Deferred  do. 

Being  Debentures  Nos.  1  to  500,  Preference  Shares  Nos.  i  to 

10,000,    Ordinary    Shares    Nos.    50,001    to    60,000,    and 

Deferred    Sluires    Nos.    100,001    to    110,000,    allotted    to 

William  Broivn  this  day  as  fully  paid  up,  in  part  payment 

of  purchase-money,  as  per  resolution  of  the  Board   No. — , 

confirming  agreetnent  of  this  date  between  the  Company  and 

Wm.  Brown  duly  filed  with  the  Registrar  of  Joint  Stock 

Companies. 


Dr. 

£  s 
10,000  « 
20,000  < 
62,500  ( 
22,500    ( 


Cf. 


80,000  o  o 


15,000 
100,000 


50,000 
10,000 
10,000 
10,000 


s    d 


The  payment  of  the  ;^2o,ooo  cash  would  be  entered  on  the  credit 
side  of  the  Cash  Book  and  posted  to  the  debit  of  Wm.  Brown's 
account  in  the  Private  Ledger,  which  is  thus  balanced  off. 

As  stated  in  the  note  to  the  second  Journal  entry,  the  contract  for 
the  issue  of  shares  as  fully  paid  must  be  filed  with  the  Registrar  "  at 
or  before  "  the  actual  allotment  of  such  shares.* 

The  entries  will  have  to  be  passed  through  the  Applications  and 
Allotments  Book  in  the  usual  way,  as  shown  in  the  answer  to  the 
next  question. 

Q.  5. — ^The  London  Engineering  Company,  Lim.,  invited  subscrip- 
tions for  40,000  preference  shares,  being  part  of  an  issue  of  50,000 
such  shares  of  £1  each.  The  subscription  list  closed  on  25th  March 
1897,  when  it  was  found  that  the  following  applications  had  been 


♦C./.,  page  72. 
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received,  and  the  deposit  of  2s.  6d.   per  share  thereon   paid  to  the 
company's  bankers  : — 


A. 

Jones 

5,000 

shares. 

B. 

Smith 

10,000 

C. 

Brown 

S,ooo 

D 

Black 

2,000 

E. 

White 

10,000 

F. 

Lake 

10,000 

G. 

Green 

10,000 

52,000 

il 

1897  the  Board  allotted  shares  as 

A. 

Jones 

5,000 

share'. 

B. 

Smith 

. .  .   10,000 

C. 

Brown 

5,000 

E. 

White 

10,000 

F. 

Lake 

5,000 

G. 

Green 

5,000 

40,000 

A  further  7s.  6d.  per  share  was  payable  on  allotment. 

You  are  required  to  show  how  the  above  would  appear  in  the 
Applications  and  Allotments  Book,  and  to  explain  fully  what  entries 
would  be  necessary  in  the  financial  books  of  the  company  up  to  the 
point  of  sending  out  allotment  letters  and  letters  of  regret. 


I  ©4 
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A.     5  — 


APPLICATIONS     AND     ALLOTMENTS 


-»l 

1 

0 

Amount 

sed 
ent 

etter 
xet 

•  s 

a 

Name 

Address 

Occupation 

of 

§.B     r^W 

2l 

■< 

< 
6 

b 

Deposit 

0.5 

o« 

1897 

£     8    d 

Mar.  2s 

I 

A.Jones 

5,000 

I 

625    0    0 

5,000 

•• 

2 

B.  Smith 

10,000 

- 

1,250    0    0 

10,000 

•• 

3 

C.  Brown     . . 

5,000 

" 

625    0    0 

5.000 

•• 

4 

D.  Black 

2,000 

- 

250    0    0 

I 

S 

E.  White      . . 

10,000 

« 

1,250    0    0 

10,000 

•• 

6 

P.  Lake 

lO^OOO 

. 

1,250    0    0 

10,000 

•• 

7 

G.  Green      . . 
W.  Brown   . . 

10,000 

52,000 

1,250    0    0 

•• 

6,500    0    0 

40,000 

Apr.   I 

(vendor) 

APPENDIX   A. 


105 


BOOK     (PREFERENCE     SHARES). 


s 

s 

< 

ll 

Z 

Distinctive 
Numbers 
of  Shares 
Allotted 

Amount 

payable 

on 

Allotment 

Cash  Received 

Cash  Returned 

Amount 
Due 

•s-g 

.2  J 

zc 

0 
6 

From 

To 

Date 

6 

Amount 

Date 

6 

'a. 

Amount  ' 

0 

r     s  d 

£    s  d 

1907 

t     s   .1      £  sd 

I 

5,000 

I 

5.000 

2  500  0  0 

2 

10,000 

5,001 

15.000 

5.000  0  0 

3 

5,000 

15001 

20,000 

2,500  0  0 

.\pr.  I 

I 

250  0  0 

4 

IO/XX> 

20,001 

30,000 

5,000  0  0 

5 

5,000 

30,001 

55,000 

2,500  0  0 

6 

5,000 

35,001 

40.000 

2,500  0  0 

40,000 

20,000  0  0 

250  0  0 

10,000 

50,000 

' 

I06  BOOKKEEPING  FOR  COMPANY  SECRETARIES. 

■The  cash  received  from  applicants  and  shareholders  would  be 
entered  in  an  inner  column  on  the  debit  side  of  the  Cash  Book  and 
posted  in  detail  in  the  proper  columns  of  the  Applications  and  Allot- 
ments Book.  The  totals  would  be  extended  to  the  outer  column  of 
the  Cash  Book,  and  posted  to  the  credit  of  "  Sundry  Shareholders '  " 
Account  in  the  Private  Ledger. 

Cash  returned  to  applicants  is  treated  similarly,  except  that,  of 
course,  it  is  credited  in  the  Cash  Book  and  debited  in  the  Private 
Ledger. 

A  Journal  entry  is  passed  debiting  "  Sundry  Shareholders'  "  Account 
and  crediting  "  Preference  Share  Capital "  Account  with  ;^2o,ooo, 
the  total  of  the  column  headed  "  Amount  payable  on  allotment." 

Q.  6. — ^The  Lost  Hill  Gold  Mining  Company,  Limited,  has  a  balance 
of  ;^i  5,650  to  the  credit  of  Profit  and  Loss  Account  on  the  31st  December 
1896.  On  1st  March  1897  it  is  resolved  to  appropriate  this  sum  as 
follows  : — 

;f3,ooo  to  Reserve  Fund, 

Dividend  of  10  per  cent,  on  5,000  Preference  Shares  of  ;^io  each. 

Dividend  of  15  per  cent,  (free  of  income-tax)  on  5,000  Ordinary 
Shares  of  ;^io  each. 

And  to  carry  the  balance  forward. 

You  are  required  to  show  how  the  following  accounts  will  appear 
m  the  Ledger  after  these  resolutions  have  been  given  effect  to  : — 

(i)  Profit  and  Loss  Appropriation  Account. 

(2)  Dividend  Account. 

(3)  Income-tax  Account. 
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Q.  7. — Explain  shortly  what  entries  are  necessary  in  the  financial 
books  of  a  company  to  give  effect  to — 

(a)  The  redemption  of  ten  debentures  of  ;^ioo  each,  bemg  part  of  an 
issue  of  fifty  debentures  of  ;^ioo  each  issued  at  95,  on  the  condition  of 
ten  being  redeemable  every  three  years  at  par. 

(6)  The  reduction  of  a  company's  capital  from  100,000  shares  of 
£1  los.  per  share  paid-up,  to  100,000  shares  of  5s.  each  fully  paid. 

A.  7. — (a)  The  procedure  of  this  case  would  be  as  follows-  : — 

During  each  year  it  will  be  necessary  to  set  aside  one-third  of  the 
amount  required  to  redeem  ten  debentures  of  ;^ioo  each  which  have 
been  issued  at  95.  This  would  mean  an  instalment  for  "  Redemption 
of  Debentures  "  of  £316  13s.  4d.  per  annum,  and  on  account  of 
"  Debenture  Discount  "  of  ;^i6  13s.  4d.  The  amount  of  ;^333  6s.  8d. 
will,  therefore,  be  set  aside  annually.  At  the  end  of  every  third  year 
cheques  would  be  drawn  for  the  debentures  which  were  actually  being 
repaid,  the  corresponding  debits  being  the  Debentures  Account,  the 
credit  balance  of  which  will  be  reduced  by  the  amounts  paid  off  so  far 
as  the  actual  cash  received  in  respect  of  those  debentures  was  con- 
cerned, while  the  payment  of  5  per  cent,  in  respect  of  bonus  on  redemp- 
tion will  be  credited  to  the  "  Cost  of  Debenture  Issue  "  Account. 

(b)  A  Journal  entry  will  be  required  debiting  Share  Capital  Account 
and  crediting  Profit  and  Loss  Account  with  5s.  per  share  upon  100,000 
shares,  that  is,  ;^25,ooo  ;  the  object  being  to  reduce  the  amount  of 
paid-up  capital  standing  to  the  credit  of  shareholders  in  the  company's 
books  and  reducing  the  debit  balance  of  Profit  and  Loss  Account. 
In  addition  to  this  it  will  be  necessary  to  make  a  note  in  the  Share 
Ledger  to  the  effect  that  the  shares  in  question  are  now  fully  paid, 
instead  of  there  being  a  liability  of  los.  per  share  thereon.  The 
share  certificates  will  have  to  be  called  in  and  similarly  endorsed,  or 
new  certificates  issued,  .showing  that  the  amount  of  capital  is  fully 
paid,  and  that  the  .shares  are  for  5s.  each,  instead  of  being  nominally 
£1  each. 

Q.  8. — Define   the    following  : — 

(a)  Debenture. 

(b)  Reserve  Fund. 

(c)  Dividend. 
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(d)  Fixed  Assets. 

(e)  Floating  Assets. 

(/)  Capital  Expenditure. 

{g)  Depreciation. 

(A)  Tabular  Bookkeeping. 

A.  8. — (a)  A  debenture  is  a  loan  to  a  limited  company,  which  is 
usually  (but  not  necessarily)  secured  by  a  charge  upon  the  assets  of 
the  company. 

(6)  A  Reserve  Fund  is  a  sum,  or  an  accumulation  of  sums,  set  aside 
out  of  profits  to  meet  unforeseen  contingencies. 

(c)  A  dividend  is  a  sum  set  aside  out  of  profits,  by  resolution  of  the 
shareholders  (or  directors),  and  distributed  pro  rata  among  the  share- 
holders in  such  manner  as  they  may  resolve,  subject  to  the  provisions 
contained  in  the  memorandum  and  articles  of  association  of  the 
company. 

(d)  Fixed  assets  are  assets  acquired  for  the  purpose  of  placing  an 
undertaking  in  a  position  to  carry  on  its  trade  advantageously. 

(e)  Floating  assets  are  assets  acquired  either  in  the  course  of  carrying 
on  business,  or  for  the  purpose  of  providing  the  necessary  goods  in 
which  to  carry  it  on. 

(/)  Capital  Expenditure  is  expenditure  incurred  which  is  repre- 
sented by  assets. 

(g)  Depreciation  is  the  amount  lost  from  time  to  time  by  reason  of 
the  wear  and  tear  of  assets,  or  by  their  becoming  less  valuable  by 
effluxion  of  time,  or  by  reason  of  their  becoming  obsolete. 

(A)  Tabular  Bookkeeping  is  a  system  of  bookkeeping  in  columnar 
form,  whereby  the  same  book  can  be  made  use  of  for  the  dual  purpose 
of  being  a  book  of  first  record  and  a  Ledger, 
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Examination  Papers  set  by  the  Chartered  Institute  of 
Secretaries  during  recent  years. 


INTERMEDIATE   AND   FINAL   EXAMINATIONS. 

Wednesday,  6th  June  1906,  10  to  12  a.m. 
Time  Allowed,  3  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


Candidates  for  the  Intermediate  are  to  answer  the  10  questions  marked"!." 
Candidates  for  the  Final  are  to  answer  the  10  questions  marked  "  F." 
No  marks  will  be  given  for  answers  to  any  other  questions. 


I.  I.  Explain,  as  clearly  as  you  can,  why  it  is  that  the  total  of  the 
entries  on  the  debit  side  of  a  Ledger  kept  by  double  entry  equals 
the  total  of  the  credit  entries. 

I.  2.  Assuming  that  a  set  of  books  has  been  correctly  entered  up 
to  date,  what  is  the  meaning  of  each  of  the  following  balances  ? 

£     s    d 

(a)  Bad  Debts      . .         . .       Dr.  46  10  o 

(6)  Discounts  and  Allowances  Dr.  120  10  o 

(c)  Returns          . .         . .       Cr.  16    5  o 

,                                 {d)  Bank Cr.  532    o  o 

I.  3.  Upon  which  side  of  what  T^-edger  Account  would  you  look  for 
information  upon  each  of  the  following  items  ? 

(a)  Rent  of  Business  Premises  paid  in  advance. 

(b)  Amount  reserved  for  Bad  and  Doubtful  Debts. 

(c)  Bills  Receivable  discounted. 

I.  4.  From  the  following  Trial  Balance  prepare  Trading  Account, 
Profit  and  I-oss  Account,  and  Balance  Sheet  of  A.B.,  taking  the  value 
of  his  stock  at  the  close  of  the  year  at  ;^4,ooo. 

Trial  Balance,  31st  March  1906. 


c 

£ 

Stock,  ist  April 

905 

5,000 

Purchases 

25,000 

Salaries  . . 

4,000 

Sundry  Debtors 

12,000 

Sales       . . 

34,000 

A.B.  Drawings 

2,000 

Discounts 

800 

General  Expenses 

1,200 

Sundry  Creditors 

5,000 

BiUs  Payable    . . 

3.000 

.,     Receivalle 

2,000 

Bank      . . 

3,000 

A.B  ,  Capital  Account . 

5,400 

£51,200 

£51,200 

APPENDIX   B.  Ill 

I.  5.  F.  On  tbe  ist  January  1906  A.  drew  upon  B.  for  ;^i,ooo  at 
three  months,  and  B.  accepted  the  bill  on  the  following  day.  On  the 
1st  February  A.  discounted  this  bill  with  his  bankers,  who  charged 
him  5  per  cent,  per  annum  for  the  accommodation.  The  bill  was 
duly  met  at  maturity.  Show,  in  Journal  form,  the  proper  entries  in 
the   books  of   A. 

I.  6.  F.  A.  received  from  B.  on  consignment  600  barrels  of  flour 
at  20s.  per  barrel.  He  paid  Freight  £25,  Insurance  ^5,  and  Storage 
;^5.  He  sold  300  barrels  at  26s.,  and  the  remainder  at  25s.,  and  charged 
B.  a  commission  of  2J  per  cent,  on  such  sales.  You  are  required  to 
show  how  the  above  transactions  would  appear  in  the  books  of  A. 

I.  7.  F.  Taking  the  facts  stated  in  the  preceding  question,  you 
are  required  to  show  how  the  transactions  would  appear  in  tbe  books 
of  B.,  assuming  that  the  account  is  settled  by  A.  forwarding  to  B.  a 
bill  drawn  on  C.  at  three  months,  which  is  duly  accepted  and  met  at 
maturity. 

I.  8.  F.  Sometimes  provision  is  made  for  depreciation  of  plant 
by  writing  off  a  fixed  proportion  of  the  original  cost  in  each  year, 
and  sometimes  by  writing  off  in  each  year  a  fixed  percentage  of  the 
balance  of  the  account  as  it  stood  at  the  commencement  of  that  year. 
Supposing  that  it  is  desired  to  write  machinery  which  cost  ;^i,ooo 
down  to  (?ay)  ;^6oo  at  the  end  of  the  fifth  year,  state  the  amount  that 
would  be  charged  against  each  year'.s  profits  under  each  of  these  two 
systems. 

I.  9.  F.  How  is  it  that  "  Capital  Account  "  appears  as  a  liability 
upon  a  Balance  Sheet  ? 

I.  10.  F.  On  the  ist  May  1906  A.  and  B.,  who  have  previously 
carried  on  business  apart,  join  in  partnership.  Show,  in  Journal  form, 
the  entries  necessary  to  open  the  books  of  the  new  firm,  suppljdng 
imaginary  details. 

II.  F.  The  X.  Colliery  Company,  Limited,  balanced  its  bocks  on 
the  31st  December  1905,  when  the  Trial  Balance  stood  as  follows  : — 
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Trial   Balance,    31  st   December   1905. 


£ 

£ 

Capita),  ^00,000  Shares  of  £i  each . . 

300,000 

Reserve  Fund 

100,000 

Profit  and  Loss  Account                  

5.000 

Stock  in  hand,  ist  January  1905   . . 

I,200 

Leasehold  Colliery,  Plant,  Machinery,  &r. 

400,000 

New  Works  Expenditure 

180,000 

Trade  Debtors             

80,000 

Bills  Receivable          

15,000 

Bank 

24,000 

Stores  and  Materials  in  hand,  31st  Dec.  1905 

3.500 

Interim  Dividend  paid  Tst  August  1905   . . 

30,000 

Wages 

250,000 

Sales 

500,000 

Rents  and  Royalties 

50,000 

Stores,  &c.,  consumed 

60,000 

Horses               

6,000 

Horse  Keep  and  Maintenance         

7,500 

Wagon  Hire,  Freight,  and  Carriage 

40,000 

Discounts          

12,500 

Salaries              

4,000 

Directors'  Fees            

2,000 

General  Office  Expenses        

3,000 

Rates,  Taxes,  and  Insurance           

7,500 

Sundry  Creditors         

71,200 

£1,176,200  £1 

,176,200 

The  stock  on  hand  on  the  31st  December  1905  was  ^^2,500.  Prepare 
Balance  Sheet,  Trading  Account,  and  Profit  and  Loss  Account  to 
31st  December  1905. 

12.  F.  Re-flraft  the  Balance  Sheet  of  the  X.  Company  referred 
to  in  the  preceding  question,  showing  how  it  should  appear  if  framed 
on  the  Double-account  System. 

13.  F.  How  would  you  deal  with  expenditure  upon  the  acquisition 
of  patents  in  successive  Balance  Sheets  of  an  ordinary  manufacturing 
company  ? 

14.  F.  What  is  the  difference  between  a  Reserve  and  a  Reserve 
Fund,  and  when  is  it  desirable  that  each  should  be  represented  by 
investments  outside  the  business  ? 
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INTERMEDIATE   AND   FINAL   EXAMINATIONS. 

Tuesday,  4th  December  1906,  10  to  12  a.m. 
Time  Allowed,  2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


Candidates  for  the  Intermediate  are  to  answer  the  10  questions  marked 
"  I." 

Candidates  for  the  Final  are  to  answer  the  10  questions  marked  "  F." 

No  marks  will  be  given  for  answers  to  any  other  questions. 


I.  I.  How  many  kinds  of  books  are  there  ?     Name  them. 

I.  2,  Give  a  pro  forma  example  of  a  Cash  Book  having  columns  for 
Discount,  Ofhce,  Cash  and  Bank.  Insert  six  typical  entries  on  each 
side,  rule  off  the  book,  and  bring  down  the  balance. 

I.  3.  Upon  which  tide  of  what  Ledger  Account  does  the  balance 
fall  which  indicates  (a)  the  amount  of  the  bank  over-draft,  [b)  the  amount 
of  bills  payable  standing,  ic)  the  amount  of  the  undivided  profits  of 
a  company  ? 

I.  4.  Record  the  following  transactions  in  a  Journal  : — 

Jan.    I.  Sold  goods  to  A £100 

,,       5.  Received  from  B.  &  Co.  their  bill  for  Law  costs   ..        ..  50 

,,        8.  Received  a'-ceptance  from  A.  for        . .         loo 

,,     20.  Paid  B.  &  Co.  by  Cheque  in  settlement  of  their  account..  48 

I.  5.  F.  Distinguish  between  Trade  Discounts  and  Cash  Dis- 
counts, and  state  how  each  should  be  dealt  with  in  the  books  of  a 
commercial  business. 

I.  6.  F.  Give  the  pro  forma  ruling  of  a  book  suitable  for  recording 
the  subscriptions  received  by  (a)  a  club,  or  (b)  a  charitable  institution. 

I.  7.  F.  What  is  Goodwill  ?  How  should  the  amount  paid 
therefor  be  dealt  with  in  the  successive  Balance  Sheets  of  (a)  an  indivi- 
dual trading  alone,  (6)  a  partnership,  (c)  a  limited  company. 

I.  8.  F.  Prepare  Trading  Account,  Profit  and  Loss  Account,  and 
Balance  Sheet  from  the  following  Trial  Balance  of  the  books  of  Messrs. 
John  Welbeck  &  Co.,   Ltd.,  manufacturers  : — 

I 
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Trial  Balamcb,  31st  December  1905. 


Issued  Capital 

Freehold  Land  and  Buildings 

Debentures 

Machinery  and  Plant . . 

Loose  Tools 

Stock  at  ist  January  1905 

Materials  Bought 

Wages 

Office  Salaries  and  Travellers 

Coal  and  Coke 

Rates  and  Taxes 

Discounts 

Blanksbire  Banking  Co.,  Ltd 

Sundry  Debtors 

Sundry  Creditors 

Bills  Payable    . . 

Cash  in  hand   . . 

Profit  and  Loss  Account 

Bad  Debts 

Sales 

Sales  Returns  . . 
Repairs  . . 

Interest  on  Debentures 
Patents  (cost)   . . 


Dr. 

£ 

40,000 

48,000 
5,000 
17,500 

23i750 
9,000 
2,300 
»i300 
430 
820 
3,600 
6,800 


125 

1,880 

405 

800 

18,000 


Cr. 

£ 
100,000 

20,000 


2,000 
4.500 


300 


£180,000  £180,000 


Write  off  depreciation  on  Patents  and  Machinery  and  Plant  at 
10  per  cent,  per  annum,  and  on  Loose  Tools  at  7J  per  cent,  per  annum. 
Reserve  £150  for  Doubtful  Debts.  The  stock  on  31st  December 
1905  amounted  to  ;^i8,75o. 

I.  9.  F.  What  do  you  consider  to  be  the  best  way  of  providing 
for  depreciation  of  plant  in  the  case  of  a  manufacturing  business  ? 
Illustrate  your  answer  by  showing  the  entries  in  a  Plant  Account  for 
three  years,  assuming  the  original  cost  of  the  assets  to  have  been 

;^I,000. 

I.  10.  F.  Distinguish  between  Gross  Profit  and  Net  Profit  in 
the  case  of  a  large  trading  concern  divided  into  several  departments. 

I.  II.  On  the  1st  September  1906  the  A.  Co.,  Ltd.,  purchased  the 
business  of  A.  as  a  going  concern.     The  assets  consisted  of  : — 

£390,000 
90,000 


Machinery  and  Hant 
Stock-in-Trade 
Trade  Debtors 
Land  and  Buildings 
Work  in  Progress 


30,000 

200,000 

30,000 
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It  was  arranged  that  the  company  should  take  over  and  discharge 
the  liabilities  of  A.,  amounting  to  ;^50,ooo.  The  purchase-price  was 
fixed  at  ^750,000,  payable  ;^2 50,000  in  cash,  and  the  balance  in  fully 
paid  ordinary  shares  of  £1  each.  Show,  in  Journal  form,  the  entries 
necessary  to  record  these  transactions  in  the  books  of  the  company. 

I.  12.  The  X,  Mining  Co.,  Ltd.,  havingits  registered  office  in  London, 
remitted  to  its  manager  in  West  Australia  during  the  year  1905  the 
sum  of  /5,ooo.  At  the  end  of  the  year  it  received  from  its  manager 
returns  showing  expenditure  as  follows  : — 


Wages  on  Development 

,,  Mining  and  Milling 

Salaries 

Stores         

Sundry  Expenses 


£1,000 

1,200 

500 

I.jOO 

200 


During  the  year  stores  to  the  amount  of  ;^50o  had  been  used  charge- 
able against  development,  and  ;^7oo  chargeable  against  mining  and 
milling.  Bullion  sold  had  produced  /2,40o,  and  the  estimated  amount 
of  bullion  unsold  was  ;^500.  State  in  the  form  of  Journal  entries  how 
the  above  facts  would  be  recorded  in  the  Head  Office  books. 

I.  13.  How  is  Depreciation  of  fixed  Assets  provided  for  under 
the  Double-account  System  ? 

I.  14.  The  X.  Co.,  Ltd.,  by  its  articles  of  association,  is  required 
to  set  aside  and  invest  the  sum  of  ;^i,ooo  per  annum  before  declaring 
any  dividends,  in  order  to  provide  for  the  redemption  of  ;^40,ooo 
debentures  redeemable  in  twenty-five  years.  At  the  end  of  that  time 
the  instalments  so  set  aside  have  accumulated  at  compound  interest 
to  ;^4i,645.  The  investments  have  been  sold,  and  the  debentures 
repaid  out  of  the  proceeds  of  such  sale. 

State  how  you  would  deal  in  the  company's  Balance  Sheet  with  the 
credit  balance  of  ;^4i,645  representing  the  accumulation  of  the  annual 
instalments. 
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INTERMEDIATE   AND    FINAL    EXAMINATIONS. 

Tuesday,  4th.  June  1907,  10  to  12  a.m. 
Time  allowed,  2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


Candidates  for  the  Intermediate  are  to  answer  the  10  questions  marked 
"I." 

Candidates  for  the  Final  are  to  answer  the  10  questions  marked  "  F." 
No  marks  will  be  given  for  answers  to  any  other  questions. 


I.  I.  On  the  4th  January  1907  A.  sold  to  B.  goods  value  ;^247  6s.  8d. 
On  the  following  day  B.  returned  goods  charged  to  him  at  ;^I9  6s.  46. 
as  being  damaged.  On  the  5th  February  B.  paid  the  amount  owing 
by  him  to  A.,  less  2^  per  cent,  cash  discount.  You  are  required  to 
show  B.'s  account  in  A.'s  Ledger  recording  these  transactions. 

I.  2.  From  the  following  Trial  Balance  prepare  Trading  Account, 
Profit  and  I-oss  Account,  and  Balance  Sheet,  as  at  31st  March  1907  : — 

Trial    Balance,    31st    March     1907. 


£ 

£ 

stock,  ist  April  1906 

9,000 

Capital              

15,000 

Purchases 

30,000 

Commission 

* 

500 

Salaries  . . 

1,000 

Rent,  Rates,  and  Taxes 

400 

Bad  Debts        

500 

Office  Expenses 

300 

Sales 

33.000 

Furniture  and  Fittings 

3,000 

Sundry  Debtors 

5.000 

Bank  . .            

2,000 

Cash  in  Hand 

100 

Drawings           

800 

Creditors           

4,600 

£52,600 

£52,600 

The  value  of  the  stock  on  31st  March  1907  was  ;^9,50o.     Provide 
for  Depreciation  of  Furniture,  &c.,  at  10  per  cent,  per  annum. 
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i.  3.  On  the  1st  January  1907  A.  B.  decided  to  keep  his  books  by 

double-entry.     His  position  on  that  date  was  as  follows  : — 

Cash  at  Bank £300 

Stock-in-Trade      . .         . .         . .         .  .*  400 

Due  from  Customers      . .         . .         . .  500 

Due  to  Trade  Creditors            . .         . .  200 

Bills  Payable  Outstanding        . .         . .  250 

Show  the  Journal  entries  necessary  to  open  the  books. 

I.  4.  What  is  the  difference  between  {a)  Ledgers,  (6)  Books  of  First 
Entry  ?     What  is  the  object  of  keeping  both  ? 

I.  5.  F.  On  the  12th  February  1907  A.  owes  B.  ;^20o.  On  that  day 
B.  draws  upon  A.,  at  three  months,  for  this  amount.  A.  accepts  the 
bill  on  the  following  day,  and  returns  it  to  B.,  who  holds  it  until  the 
1 2th  March  1907,  when  he  discounts  it  with  his  bankers  at  6  per  cent. 
You  are  required  to  show  the  following  accounts  in  B.'s  Ledger  record- 
ing the  above  transactions  : — A.'s  Account,  Bills  Receivable  Account, 
Discount  Account. 

I.  6.  F.  Upon  obtaining  your  Pass  Book  from  your  bankers,  you 
find  that  it  shows  a  balance  different  to  that  appearing  upon  the 
Cash  Bock.  State  how  you  think  the  difference  is  likely  to  have 
arisen,  and  what  steps  you  would  take  to  reconcile  the  difference. 

I.  7.  F.  State  what  you  mean  by  the  expression^  "  The  books 
balance."  How  is  the  operation  performed,  and  what  precisely 
does  it  prove  ? 

I.  8.  F.  A  trader  finds  it  expedient  to  allow  his  customers  a 
discount  cf  5  per  cent,  for  cash,  and  the  majority  of  them  take  the 
discount.  How  would  you  arrange  the  trader's  books  so  that  these 
allowances  for  discount  may  be  recorded  with  a  nunimum  of  clerical 
labour  ? 

I.  9.  F.  State  in  general  terms  what  items  would  appear  in  the 
Trading  Account  and  what  in  the  Profit  and  Loss  Account  of  a  manu- 
facturer. What  is  the  advantage  of  keeping  the  two  accounts,  instead 
of  combining  all  the  items  in  a  single  account  ? 

I.  lo.  F.  The  profits  of  a  business  having  been  ascertained,  and 
the  books  having  been  closed  for  the  year,  upon  what  account  (or 
accounts)  will  such  profits  be  shown  in  the  books  of  (a)  an  individual 
trading  alone,  (6)  three  persons  trading  in  partnership,  (c)  a  limited 
company  ? 
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11.  F.  On  the  1st  December  1906  it  is  desired  to  make  a  Reserve 
of  ;^ioo  to  cover  Bad  and  Doubtful  Debts.  On  the  15th  April  1907 
it  is  ascertained  that  a  debt  due  from  A.,  amounting  to  ;^29  6s.  4d., 
which  has  already  been  reserved  for,  is  hopelessly  bad,  and  it  is  decided 
to   write   it   off. 

Show,  in  the  form  of  Journal  entries,  how  you  would  record  these 
transactions. 

12.  F.  From  the  following  Trial  Balance,  &c.,  prepare  Trading 
Account,  Profit  and  Loss  Account,  and  Balance  Sheet  of  James 
Robinson,  Manufacturer  : — 

Trial  Balance,  31st  December  1906. 


I 

i 

Capital  Account          

10,000 

Plant  and  Machinery. . 

4,000 

Debtors             

2,400 

Creditors 

1,200 

Drawings          

1,000 

Purchases  of  Raw  Materials 

10,000 

Wages  (Productive! 

5.000 

Bank 

1,000 

Repairs 

50 

Stock  on  ist  January  1906  • — 

Materials 

800 

Finished  Goods           

1,200 

Rent 

400 

Sales 

16,000 

Manulacturing  Expenses 
Warehouse  and  Offl:e  Expenses 

800 

700 

Bad  Debts        

200 

Carriage            

150 

Bills  Payable 

500 

£27,700 

£27,700 

On  the  31st  December  1906  the  stock  of  raw  materials  was  valued 
at  ;^6oo,  and  the  stock  of  finished  goods  at  1^850.  Provide  for  Deprecia- 
tion of  Plant  and  Machinery  at  10  per  cent,  per  annum.  Reserve  an 
additional  ;^2oo  for  Bad  and  Doubtful  Debts. 

13.  F.  What  is  a  Reserve  Fund  ?  When  is  it  desirable  that  it 
should  be  represented  by  investments  outside  the  business,  and  when 
(if  ever)  is  it  permissible  that  it  should  be  invested  in  the  business  ? 

What  entries  must  be  made  in  the  books  of  a  company  (a)  to  transfer 
;^i,ooo  profits  to  Reserve  Fund,  (6)  to  invest  a  Reserve  Fund  of  ;£i,ooo 
in  Consols  at  85J  ? 

14.  F.  State  shortly  what  you  understand  by  Cost  Accounts,  and 
for  what  purposes  they  are  used. 
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INTERMEDIATE   AND   FINAL   EXAMINATIONS. 

Tuesday,  3rd  December  1907,  10  to  12  a.m. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND   ACCOUNTS. 


Candidates  for  the  Intermedia.e  are  to  answer  the  10  questions  marked 
"  I." 

Candidates  jor  the  Final  are  to  answer  the  10  questions  marked  "  F." 
No  marks  will  be  given  for  answers  to  any  other  questions. 


I.  I.  State  shortly  the  principles  upon  which  the  Double-entry 
System  of  Bookkeeping  is  founded,  and  the  respective  functions  of  a 
Balance  Sheet  and  a  Revenue  (or  Profit  and  Loss)  Account. 

I.  2.  What  do  you  undeistand  by  the  terms  "  debit  "  and  "  credit  "  ? 
WTien  does  an  account  show  a  debit  balance,  and  when  a  credit  balance? 
Wliat  is  the  meaning  of  a  debit  balance  on  the  following  accounts  :  — 

{a)  Cash  Account, 

(b)  Depreciation  Account. 

What  is  the  meaning  of  a  credit  balance  on  the  following  accounts  : — 

(c)  Capital  Account, 

(d)  Bank  Account. 

I.  3.  A  capitalist,  X.,  keeps  the  accounts  relating  to  his  personal 
investments  by  double-entry,  and  on  the  31st  December  last  he  extracted 
a  Trial  Balance  from  his  Ledger  as  follows  : — 

Trial  Balance,  31st  December  1906. 


£ 

£ 

Capital  Account          

40,000 

2j%  Consols 

18,000 

Interest  and  Dividends  Account     . . 

960 

3%  London  County  Council  Stock 

18,000 

Miscellaneous  Expenses          

50 

Drawings  Account 

500 

Bank  Account 

410 

4}%  Cape  of  Good  Hope  Stock      . . 

4,000 

£40,960 

£40,960 
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You  are  required  to  show  the  Balance  Sheet  of  X.  as  on  the  31st 
December  1906,  taking  the  various  investments  as  being  worth  their 
book  values,  but  allowing  for  dividends  accruing  thereon  (but  not  yet 
received)  amounting  to  £^20.  Show  also  the  Profit  and  Ixjss  Account 
of  X.  for  the  year  1906. 

I.  4.  On  the  1st  July  1907  A.  and  B.,  who  had  previously  been 
engaged  in  separate  businesses,  agreed  to  become  partners,  and  to  use 
the  business  premises  formerly  occupied  by  A.  The  assets  and 
liabilities  that  they  respectively  bring  into  the  partnership  are  mutually 
agreed  as  follows  : — 


Stock-in-Trade 
Balance  at  Bank 
Trade  Debtors 
Trade  Creditors 
Business  Premises 
Furniture  and  Fixtures 
Goodwill 
Bills  Payable    .. 


A. 

B. 

2,000 

£2,400 

1,000 

1,500 

2,000 

3,000 

1,200 

1,000 

1,500 

500 

1,000 

600 

800 

500 

You  are  required  to  show  (a)  the  Journal  entries  necessary  to  open 
the  books  of  the  partnership,  and  {fc).its  Balance  Sheet  as  on  the  ist 
July  1907. 

I.  5.  F.  What  is  an  Account  Current  ?  Give  a  pro  formd  example 
of  an  Account  Current  between  A.  and  B.,  showing  a  balance  due  to 
the  former. 

I.  6.  F.  State,  as  fully  as  you  can,  what  kinds  of  errors  may  occur 
in  books  of  account  which  a  Trial  Balance  will  fail  to  detect. 

I.  7.  F.  Distinguish  between  Trade  Disccunts  and  Ca.sh  Discounts, 
and  state  shortly  how  each  should  be  dealt  with  in  the  books  of  a 
commercial  business. 


I.  8.  F.  On  the  1st  of  June  1907  A.  .sold  to  B.  goods  value  ;^400, 
receiving  in  exchange  B.'s  acceptance  at  three  months  for  that  amount. 
On  the  3rd  June  he  discounted  B.'s  acceptance  with  his  bankers,  who 
charged  him  ^^5.  At  maturity  the  bill  was  dishonoured,  and  seven 
days  later  it  was  renewed  at  three  months,  A.  charging  ;^io  interest. 

You  are  required  to  show  the  above  transactions  in  A.'s  Cash  Book 
and  Ledger. 
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I.  9.  F.  Taking  the  facts  as  stated  in  the  preceding  question, 
show  in  the  form  of  Journal  entries  how  they  should  be  recorded  ia 
the  books  of  B. 

I.  lo.  F.  How  would  you  distinguish  between  Capital  Expendi- 
ture and  Revenue  Expenditure  ?  For  purposes  of  account  why  is 
it  necessary  that  such  a  distinction  should  be  observed  ? 

II.  F.  A  firm  of  merchants  are  in  the  habit  of  making  a  provision 
against  bad  and  dcubtful  debts  by  charging  against  profits  5  per  cent, 
on  the  sales  for  the  year.  Their  total  sales  for  the  past  three  years 
have  been  ;^50,ooo,  ;^55,ooo,  and  ;^65,ooo  respectively.  In  the  first 
of  these  years  ;^i,5oo  was  actually  written  off  customers'  accounts  as 
bad  debts,  in  the  second  year  ;^3,ooo,  and  in  the  third  year  £'2jy>. 

Show  the  Ledger  Accounts  necessary  to  record  these  transactions 
and  provisions. 

12.  F.  On  the  31st  December  1906  the  A.  Co.,  Ltd.,  had  a  Reserve 
Fund  of  ;^ioo,ooo,  represented  by  an  investment  of  ;^ii2,359  12s. 
Consols  at  89.  On  the  15th  May  1907  the  company  purchased  from 
X.,  for  ^25,000,  the  freehold  of  the  land  upon  which  its  leasehold 
business  premises  were  situated,  the  purchase  to  be  completed  on  the 
30th  June  following.  On  the  latter  date  debentures  of  the  A.  Co., 
Ltd.,  for  ;^50,ooo  were  paid  off  at  par,  and  the  aforesaid  purchase  was 
completed,  the  moneys  required  for  both  purposes  being  provided  by 
the  sale  of  the  requisite  quantity  of  Consols,  which  produced  84  net. 

You  are  required  to  show  the  Ledger  Accounts  affected  by  the 
above  transactions. 

13.  F.  From  the  following  Trial  Balance  of  the  Alpha  Manufactur- 
ing Co.,  Ltd.,  for  the  year  ended  31st  December  last,  prepare  Trading 
Account,  Profit  and  Loss  Account,  and  Balance  Sheet,  after  providing 
a  Reserve  of  ;^I50  for  Doubtful  Debts,  and  for  Depreciation  of  Plant 
and  Machinery  at  7|  per  cent.,  also  making  allowance  for  ;^5o  rates 
paid  in  advance. 
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Trial  Balance,  31st  December  1906. 


i 

{. 

Sales 

48,000 

Materials  Purchased   . . 

32,000 

General  Expenses 

1,750 

Repairs 

1,600 

Retums 

200 

Fuel  Consumed 

2,400 

Lighting 

150 

Trade  Creditors 

2,000 

Plant  and  Machinery 

14,000^ 

Wages 

6,200 

Land  and  Buildings   . . 

7,600 

Salaries 

500 

Trade  Debtors 

.. 

4,000 

Bank 

1,800 

Transfer  Fees  .. 

50 

Stock  on  31st  December 

1905  :— 

Materials   . . 

4,500 

Finished  Goods 

8,000 

Stores 

TOO 

Rent,  Rates  and  Taxes 

.. 

600 

Capital  Accoimt — 

4,000  Shares  of  £io 

each 

40,000 

Bad  Debts 

250 

Stores  Purchased 

400 

Interim  Dividend — 

Paid  31st  August  1906 

.         ..           4.000 

£90,050      £90,050 


The  stock  on  hand  on  the  31st  December  last  was  as  follows  :- 


Raw  Materials 
Finished  Goods 
Stores 


£8,000 

7,500 

150 


14.  F.  Define  Depreciation,  and  state  the  consequences  of  persis- 
tently omitting  to  make  provision  for  such  depreciation  as  naay  have 
occurred. 
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INTERMEDIATE   AND   FINAL   EXAMINATIONS. 

Wednesday,  2nd  June  1909,  10  to  12  a.m. 
Time  Allowed,   2  hours. 


BOOKKEEPING   AND   ACCOUNTS. 


Candidates  for  the  Intermediate  are  to  answer  the  10  questions  marked 
'•  I." 

Candidates  for  the  Final  are  to  answer  the  10  questions  marked  "  F." 
No  marks  will  be  given  for  answers  to  any  other  questions. 


I.  I.  State,  as  concisely  as  you  can,  tlie  precise  difference  between 
single  and  double  entry  Bookkeeping. 

I.  2.  Define  : — 

(a)  Nominal  Accounts, 
(fe)  Debit  Balances, 
(c)  Trial  Balance. 

I.  3.  What  is  a  Suspense  Account  ?  Give  an  example  of  one, 
with  two  or  three  entries  on  each  side. 

I.  4.  A.  sold  B.  goods  to  the  value  of  ;^ioo,  and  drew  upon  B. 
for  that  amount  at  three  months.  A.  subsequently  discounted  the 
Bill  with  his  bankers,  who  charged  him  £2  for  the  accommodation. 
The  Bill  was  duly  met  by  B.  at  maturity.  You  are  required  to  show 
(a)  the  above  transactions  as  they  would  appear  in  A.'s  Ledger,  (6) 
pro  formd  Journal  entries  in  B.'s  bocks  relative  to  the  above. 

I.  5.  F.  On  the  ist  January  1909,  B.  joined  A.  in  partnership, 
bringing  in  a  capital  of  ;£i,ooo  in  cash.  On  that  date  A.'s  financial 
position  was  agreed  between  the  parties  as  fellows  : — 

Stock  ..  ..  £1,500 

Debtors..  ..  ..  ..  700 

Cash       . .  . .  . .  . .  50 

Creditors  ..  ..  ..  1,250 

Show  pro  formd  Journal  entries  to  open,  the  books  of  the  partnership, 
and  the  Balance  Sheet  of  the  firm  as  it  would  appear  on  the  ist  January 
1909. 
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I.  6.  F.  From  the  following  Trial   Balance   Sheet  and    Profit   and 
Loss  Account  of  the  Motor  Supplies  Co.,  I-td.  : — 

Trial  Balance,    31st   March   igog. 


i 

£ 

Capital 

13,000 

Gross  Profit 

5,000 

Rent 

400 

Discounts          

100 

Bad  Debts 

250 

Commissions 

400 

Business  Premises 

3,000 

Stock,  31st  March  1909 

.  - 

3.500 

Furniture  and  Fittings 

500 

Plant  and  Machinery 

2,000 

Creditors 

1,000 

Debtors             

8,000 

Bilk  Receivable 

2,000 

Bills  Payable 

1,500 

Bank 

1,000 

Depreciation 

350 

£20,000 

£20,000 

I.  7.  F.  State  what  you  consider  to  be  the  advantages  of  having 
several  books  of  first-entry,  instead  of  passing  all  transactions  through 
the  Journal,  and  under  what  circumstances  you  consider  the  retention 
of  the  old-fashioned  Journal  a  convenience. 

I.  8.  F.  Make  Journal  entries  in  respect  of  the  following  adjust- 
ments on  the  closing  of  a  set  of  books  on  the  31st  March  last : — (a) 
Bad  Debts  Reserve  to  be  increased  by  ;^500  ;  (6)  a  Reserve  of  2  J  per 
cent,  for  cash  discounts  to  be  made  on  Debtors'  Accounts  totalling 
;^io,ooo,  and  Creditors'  Accounts  totalling  ;^5,ooo. 

I.  9.  F.  State  why  it  is  that  a  Bank  Pass  Book  rarely  shows 
exactly  the  same  balance  as  the  Cash  Book.  Give  a  pro  formd  Recon- 
ciliation Account,  showing  how  the  accuracy  of  the  Cash  Book  balance 
may  be  verified  from  the  Pass  Book. 

I.  10.  F.  On  the  ist  January  1909  X.  consigned  to  Y.  goods  of 
the  pro  forma  value  of  ;^i,ooo.  X.'s  expenses  in  connection  with  the 
consignment  were  ;^2o.  On  the  1st  of  April  X.  received  from  Y.  his 
Account  Sales  dated  12th  March,  showing  that  the  whole  of  the  con- 
signment had  been  sold,  and  had  realised  ^^1,300  gross  ;  that  Y.'s 
expenses  were  £5°,  and  his  commission  2  J  per  cent.  At  the  same  time 
Y.  remitted  to  X.  a  Bill  drawn  on  Z.  for  the  balance  due,  payable  10  days 
after  sight.  You  are  required  to  show  the  accounts  in  X.'s  Ledger 
affected  by  these  transactions,  and  give  the  form  of  the  Bill,  assuming 
it  to  have  been  accepted  by  Z. 
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11.  F.  What  do  you  understand  by  the  term  Sectional  Biilancing  ? 
State  shortly  how  this  operation  may  'be  performed,  and  what  are 
its  objects  and  advantages  ? 

12.  F.  On  the  ist  March  1909  the  A.  B.  Co.,  Ltd.,  redeemed  an 
issue  of  ;^5o,ooo  debentures,  at  a  premium  of  5  per  cent.  Show  the 
necessary  entries  in  the  books  of  the  Gampany. 

13.  F.  A  manufacturer  wishes  tc  frame  his  Trading  Account  so 
that  it  will  show  clearly  the  value  of  raw  materials  ured  during  the 
current  financial  period,  instead  of  merely  showing  the  values  of 
materials  purchased  and  of  the  opening  and  closing  stocks  thereof. 
Explain  how  this  may  be  dene,  giving  pro  forma  examples  of  the 
accounts  necessary  to  elucidate  your  explanation. 

14.  F.  State  shortly  what  you  understand  by  Cost  Accounts,  and 
the  value  of  these  accounts  in  a  manufacturing  concern. 
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FINAL  EXAMINATION. 

Thursday,  2nd  December  1909,  10  to  12  a.m. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND   ACCOUNTS. 


I.  What  is  a  Tabular  Ledger  ?  Give  an  example  of  the  ruling  of 
such  a  Ledger,  and  state  what  class  of  transactions  it  is  best  adapted 
to  record. 

.  2.  The  Provincial  Supply  Co.,  Ltd.,  has  numerous  branches  for  the 
disposal  of  its  wares.  Goods  are  forwarded  to  these  branches  from 
Headquarters,  invoiced  at  selling  prices.  When  closing  the  books  of 
the  Company,  what  adjustment  is  necessary  in  respect  of  the  unsold 
stock  of  goods  appearing  en  the  debit  of  the  various  Branch  Accounts  ? 

3.  Give  a  ruling  suitable  for  an  Applications  and  Allotments  Book 
of  a  linaited  company,  and  state  shortly  how  it  should  be  entered  up. 

4.  Prepare  Trading  Account,  Profit  and  Loss  Account,  and  Balance 
Sheet  from  the  following  Trial  Balance  of  the  Cash  Trading  Co.,  Ltd. 
The  value  of  the  Stock-in-Trade  at  the  end  of  the  year  was  ;^5,ooo. 

Trial  Balance,  30th  September  1909. 


Dr. 

Cr. 

i 

i 

Sundry  Creditors         

9.376 

Capital  Account           

25,000 

Reser\'e  Fund 

2,000 

Profit  and  Loss  Account 

897 

Interim  Dividend  Paid 

1,250 

Purchases          

25,307 

Investments 

730 

Interest  and  Dividends  Received    . 

70 

Wages 

3.640 

Debtors 

11,825 

Rent 

520 

Cash  in  Hand 

30 

Bank 

750 

Land  and  Buildings 

20,700 

Plant  and  Machinery 

S,340 

Bills  Payable 

3.462 

Salaries 

950 

Office  Expenses           

252 

Repairs  and  Renewals 

372 

Reserve  for  Depreciation 

2.459 

Discounts 

932 

Sales 

32,674 

Bills  Receivable          

640 

Depreciation 

I,20O 

£76,688 

£76,688 
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5.  What  do  you  understand  by  the  term  Sectional  Balancing  ? 
What  are  the  chief  advantages  of  introducing  a  system  of  Sectional 
Balancing  ? 

6.  Give  a  pro  forma  Appropriation  of  Profits  Account,  showing 
profits  allocated  to  dividends  on  Preference  and  Ordinary  Shares, 
and  a  transfer  to  Reserve  Fund. 

7.  Give  an  illustration  of  a  Trading  Account  showing  a  loss  on 
trading.  If,  when  preparing  a  Trading  Account,  you  find  that  it  shows 
a  loss,  what  steps  would  you  take  to  make  sure  that  the  figures  are 
correct. 

8.  On  what  principle  would  you  distinguish  between  Ledger  balances 
to  be  taken  to  the  Trading  Account  when  closing  a  set  of  books  and 
those  to  be  taken  to  the  Profit  and  Loss  Account  ? 

9.  Give  a  pro  forma  illustration  of  a  form  of  periodical  financial 
return  to  be  placed  before  a  Board  of  Directors  or  Committee  of  Manage- 
ment in  connection  with  any  concern  with  which  you  are  acquainted. 

10.  What  is  the  difference  between  a  Reserve  and  a  Reserve  Fund, 
and  what  are  their  respective  uses  ? 
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FINAL  EXAMINATION. 

Saturday,  3rd  December  1910,  11  a.m.  to  i  p.m. 
Time  Allowed,  2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


Only  8  questions  to  be  attempted.     Questions  6  and  9  are  compulsory. 

1.  On  closing  a  t,et  of  books  you  find  : — 

(a)  A  debit  balance  of  ;£2oo  on  Bad  Debts  Account,  and  a 
credit  balance  of  ;^350  on  Reserve  for  Doubtful  Debts 
Account.  It  is  desired  to  increase  the  Reserve  to  a  sura 
equal  to  5  per  cent,  on  the  outstanding  Debtors,  which 
amount  to  ;^i6,240. 

•  (b)  The  outstanding  Debtors,  as  before  stated,  are  ;^i6,240, 

the  outstanding  Creditors  are  ;^i4,ooo.  It  is  desired 
to  provide  a  Reserve  for  Discounts  at  2  J  per  cent,  in  each 
case.  The  Reserve  for  Discounts  Account  shows  a  credit 
balance  of  /205. 

Make  the  necessary  adjustments  in  the  form  of  Journal  entries, 
and  show  the  Reserve  for  Doubtful  Debts  Account,  and  the  Reserve 
for  Discounts   Account  in  the  Ledger. 

2.  State  exactly  how  you  would  record  expenditure  on  renewals  of 
Plant  in  the  books  of  any  two  of  the  following  undertakings  : — 

(o)  A  Gas  or  Railway  Company. 

(b)  The  Electricity  Department  of  a  Local  Authority. 

(c)  An  Engineering  Firm. 

3.  Give  an  outline  of  a  system  of  Cost  Accounts  suitable  for  any  one 
of  the  following  : — 

(o)  A  Builder. 

(6)  A  Gold  Mine. 

(c)  A  Match  Factory. 

4.  Give  the  form  of  a  Financial  Return  suitable  for  submission  at 
a  Board  Meeting  of  any  concern  with  which  you  are  familiar. 
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5.  A  Company  balances  its  books  on  the  31st  December  in  each 
year.  On  the  loth  January  1910  it  paid  Income  Tax  at  is.  2d.  in  the 
£  on  ;^2,40o  profits  in  respect  of  the  year  1909-10.  For  the  year  1909 
Interest  on  Debentures  amounting  to  ;^i,ooo  was  paid,  subject  to  deduc- 
tion of  Income  Tax ;  while  the  Preference  Dividend  for  the  year  was 
;^i,50o,  also  subject  to  Tax.  How  would  you  deal  with  these  items  in 
the  Company's  accounts  for  1909  ?  • 

6.  The  West  African  Rubber  Co.,  Ltd.,  whicl^  was  registered  with  a 
Capital  of  ^^loo.ooo  divided  into  1,000,000  shares  of  2s.  each,  invited 
applications  for  its  capital,  payable  6d.  per  share  on  application, 
IS.  per  share  on  allotment,  and  the  remainder  one  month  after  allot- 
ment. On  the  1st  April  1910  1,200,000  shares  were  applied  for, 
and  the  deposits  thereon  received.  On  the  6th  April  following  applica- 
tions for  800,000  shares  were  accepted  in  full,  while  applicants  for  the 
remaining  400,000  shares  were  allotted  half  the  number  they  had 
respectively  applied  for.  The  balance  due  on  allotment  was  in  each 
case  received  on  the  following  day,  and  the  final  instalment  was 
received  on  the  6th  May  1910.  You  are  asked  to  show  the  record  of 
the  above  transactions  in  the  Company's  Cash  Book  and  Journal  and 
in  the  following  accounts  in  the  Ledger : — 

(a)  Applications  Account. 
(6)  Allotment  Account, 
(c)  Call  Account. 
(fl)  Share  Capital  Account. 

7.  Define   the   following   terms  : — 

(a)  Sinking  Fund. 
(6)  Unpaid  Calls, 
(c)  Debenture. 

8.  A  Builder  commenced  business  on  ist  January  1900,  with  Plant 
valued  at  ;^i,ooo.  On  the  31st  December  1904,  he  spent  a  further 
;£400  on  additional  Plant,  and  on  the  31st  December  1908  an  additional 
;^500.  Show  how  the  Plant  Account  would  appear  in  his  books  up  to 
the  31st  December  1909,  if  Depreciation  had  been  written  off  at  the 
rate  of  6  per  cent,  per  annum  from  the  original  cost.  Show  also  how 
the  Plant  Account  would  have  appeared,  had  Depreciation  been 
written  off  annually  at  the  rate  of  j\  per  cent,  on  the  balance  standing 
to  the  debit  of  the  Account  at  the  commencement  of  the  year. 
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9.  When  making  up  the  accounts  of  a  Company  at  the  end  of  its 
first  year's  operations,  the  directors  instructed  you  to  charge  against 
Profits  one-fiith  of  the  Preliminary  Expenses,  to  provide  for  Deprecia- 
tion at  stated  rates,  and  to  transfer  one-tenth  of  the  balance  to  a 
Reserve  Account.  At  the  end  of  "the  second  year  it  was  found  that 
before  making  such  provisions  the  accounts  showed  a  loss.  Is  the 
fact  that  a  loss  has  been  made  any  reason  for  refraining  from  making 
provisions  on  the  same  scale  as  in  the  previous  year  ?  Give  reasons 
for  your  answer. 

10.  On  the  Balance  Sheet  of  a  Company  appears  the  following  item : — 

"  Forfeited  Shares  £^5." 

What  do  you  understand  this  to  mean  ? 
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INTERMEDIATE    EXAMINATION. 

Saturday,  3rd  June  1911,  11  a.m.  to  i  p.m. 
Time  Allowed,   2  hours. 


BOOKKEEPIXG    AND    ACCOUNTS. 


Not  more  than  8  questions  to  be  answered. 
Questions  i  and  2  are  compulsory. 


I.  The  following  is  the  Trial  Balance  of  A.,  a  merchant.  Prepare 
therefrom  his  Trading  Account,  Profit  and  Loss  Account  and  Balance 
Sheet ;  first  writing  off  Business  Premises  and  £^^2  off  Office  Furniture 
for  Depreciation.  His  Stock-in-Trade  at  the  close  of  the  year  was 
valued  at  ;^950  : — 

Trial  Balance,  31st  Decembsr  1910. 


Dr. 

Cr. 

£ 

i 

.\.  Capital  .\ccount     . . 

3,492 

A.  Drawings  Account.. 

1,500 

Business  Premises 

591 

Rank 

T,465 

Office  Furniture           

312 

Stock,  ist  January  19 lo 

1,869 

Purchases 

17,940 

Sales 

24,618 

Purchases  Returns 

340 

Commissions  .Account .  . 

750 

Discounts 

500 

350 

Sundry  Debtors 

4,172 

Sundry  Creditors 

3,000 

Bills  Receivable           

2,685 

Bills  Payable 

2,450 

Salaries  . . 

1,200 

General  Expenses 

2,000 

Rates,  Taxes,  and  Insurance 

500 

Bad  Debts        

246 

Cash  in  Hand  . . 

20 

£35,000 

£35,000 

2.  What  are  "  Closing  entries  "  ?     Show  in  full  the  closing  entries 
in  connection  with  the  facts  stated  in  the  preceding  question. 


3.  What  do  you  understand  by  the  term  "  Depreciation  "  ? 
is  it  neces.sary  to  take  Depreciation  into  account  ? 


When 
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4.  Define  the  following  : — 

(a)  Acceptance. 
(6)  Net. 

(c)  Consignment. 

(d)  Capital. 

5.  In  some  text-books  the  rule  i ;  laid  down  that  it  is  invariably  the 
Receiving  Account  that  is  debited,  and  the  Paying  Account  that  is 
credited.     State  the  application  of  this  rule  to  a  Discounts  Account. 

6.  Prior  to  closing  a  set  of  books,  you  are  instructed  to  reserve  2  J  per 
cent,  on  outstanding  Debtors'  and  Creditors'  balances  for  Discounts. 
Assuming  the  Debtors'  Balances  amount  to  ;^4,ooo  and  the  Creditors* 
Balances  to  ;^2,500,  what  entries  would  you  make  ? 

7.  State  as  clearly  as  you  can  the  distinction  betw^een  Capital  and 
Revenue   in   cannection    with  one   of   the   following  : — 

(a)  A  Club. 
(6)  A  Colliery. 

(c)  A  Land  Development  Company. 

(d)  A  Shipping  Company. 

8.  A  merchant  has  forwarded  to  a  customer  an  invoice  for  goods 
supplied  amounting  to  £48  3s.  Qd.,  and  the  entry  has  been  passed 
through  his  books  in  due  course.  Afterwards  it  is  discovered  that  the 
correct  total  is  £47  13s.  gd.  How  would  you  suggest  that  the  mistake 
should  be  corrected  ? 

9.  On  1st  January  191 1  A.  sold  to  B.  goods  value  £100  and  drew 
upon  him  at  three  months  for  that  amount.  On  the  1st  February 
191 1  A.  purchased  from  C.  gocds  value  ;^2oo,  in  payment  he  handed 
C.  B.'s  acceptance  and  a  cheque  for  ;^97  los.,  C.  allowing  ;^2  los.  discount. 
On  maturity  B.'s  Bill  is  dishonoured,  and  A.  has  to  take  it  up.  Show 
the  necessary  entries  to  record  the  above  transactions  in  A.'s  Ledger, 
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FINAL  EXAMINATION. 

Saturday,  3rd  June  igii,   11  a.m.  to  i  p.m. 
Time  Allowed,   2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


Not  more  than  8  questions  to  be  answered. 


1.  State  shortly  what  you  understand  by  the  term  Internal  Check. 
What  are  its  objects,  and  (in  general  terms)  how  are  they  attained  ? 

2.  The  A.  Co.,  Ltd.,  applies  Sectional  Balancing  to  its  various 
Ledgers.  B.  appears  in  its  Sold  Ledger  as  a  debtor  for  £48  6s.  gd. 
and  in  the  Bought  Ledger  as  a  creditor  for  ;^ii2  13s.  4d.,  each  account 
is  subject  to  a  cash  discount  of  2^  per  cent.  When  paying  Bought 
Ledger  Accounts  the  Company  decides  to  deduct  the  amount  of  B.'s 
Sold  Ledger  Account,  and  to  remit  him  the  net  balance  only  in  settle- 
ment. What  entries  will  be  necessary  to  record  the  settlement  in  each 
of  the  I-edgers  affected  ? 

3.  What  do  you  understand  by  the  term  Tabular  Bookkeeping  ? 
Give  a  sketch  of  the  ruling  of  a  book  framed  on  these  lines,  and  describe 
the  method  of  keeping  it. 

4.  The  A.  Co.,  Ltd.,  allotted  10,000  shares  of  £1  each  on  the  ist 
July  1910.  A  deposit  of  2s.  6d.  per  share  had  been  received  on  applica- 
tion and  a  further  7s.  6d.  was  payable  en  allotment,  the  remainder 
being  payable  by  two  calls  due  respectively  on  1st  September  and 
1st  November.  At  a  meeting  held  on  the  20th  January  191 1  the  Board 
passed  a  resolution  forfeiting  100  shares  held  by  X.  for  non-payment  of 
both  calls,  200  shares  held  by  Y,  for  non-payment  of  the  final  call, 
and  50  shares  held  by  Z.  for  non-payment  of  both  calls  and  the  balance 
due  on  allotment.  Give  the  Journal  entries  necessary  to  record  the 
above  forfeiture  in  the  books  of  the  Company. 

5.  The  A.  B.  Engineering  Co.,  Ltd.,  started  business  on  the  ist 
January  1906  with  plant  and  machinery  which  stood  in  its  books  at 
;^i5,ooo.  On  the  ist  October  1908  ;^2,ooo  was  spent  on  renewals,  and 
on  the  1st  July  1910  a  further  ;^4,ooo  ;  provision  has  been  made  for 
depreciation  at  the  rate  of  10  per  cent,  off  the  Ledger  balances  at  the 
commencement  of  each  year.  Show  the  Plant  and  Machinery  Account 
to  the  31st  December  last. 
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6.  Define  the  following   terms  : — 

{a)  Underwriting. 
(6)  Trade  Discount. 

(c)  Allotment.  •■ 

(d)  Fixed  Assets. 

7.  What  do  you  understand  by  the  term  Secret  Reserve  ?  How 
are  such  Reserves  created,  and  what  entries  are  necessary  when  it  is 
desired  to  utilise  them  ? 

8.  State  shortly  the  distinctive  features  of  I-oose-I-eaf  Ledgers, 
and  discuss  their  advantages  and  disadvantages  as  compared  with 
bound  books. 

9.  The  X.  Co.,  Ltd.,  has  to  accumulate  a  sum  of  ;^2o,ooo  at  the 
end  of  15  years.  It  has  been  calculated  that  to  dc  this  £1,075  should 
be  set  aside  at  the  end  of  each  year  and  invested,  and  provided  the 
investments  average  3  per  cent,  compound  interest,  and  there  is  no 
loss  on  their  ultimate  realisation,  the  required  sum  will  be  provided. 
Owing  to  a  fall  in  market  prices,  investments  which  at  first  yielded 
3  per  cent,  per  annum  can  now  be  acquired  at  a  price  giving  a  yield  of 
3 J  per  cent.  What  effect  will  this  alteration  of  prices  have  (a)  assum- 
ing it  to  be  purely  temporary  {b)  assuming  it  to  represent  a  continuous 
tendency  ? 

10.  Taking  any  concern  with  which  you  are  familiar,  and  assuming 
that  the  books  balance,  state  in  detail  what  further  work  remains  to 
be  performed  before  the  books  are  ready  foi  audit. 
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INTERMEDIATE    EXAMINATION. 


Saturday,  7th  December  1912. 
Time  Allowed,   2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


Not  more  than  4  questions  must  be  attempted,  of  which  No.  6  is 
compulsory. 


1.  Rule  a  form  of  Returns  Outwards  Book  and  enter  therein  the 
following  returns  : — 

1912. 
Sept.    2     Returned    to    Griffiths    &    Co. — 6   pieces    of    Sheeting, 
wrong  quality,  £6. 
,,     3     Returned  to  Laing  &  Co. — 3  cases  Fancy  Goods  damaged, 

£4  los. 
,,      4     Returned  to  Hervey  Sons  &  Co. — 6  Sable  skins,  moth 

eaten,  ;^i8. 
,,      5     Returned  to  Bartlett  &  Son — 2  bales  Woollen  Goods, 
not  to  sample,  ;^I2  los. 

2.  What  are  the  priorities  as  to  Dividends  and  Capital  lights 
possessed  by  the  holders  of  the  following  : — 

Ordinary  Shares. 

Cumulative   Preference  Shares. 

Non-Cumulative  Preference  Shares. 

Debentures. 

3.  S.  Taylor  stood  as  a  debtor  in  A.  Martin's  books  on  31st  March 
1 91 2  for  ;^50.  On  5th  June  191 2  S.  Taylor  became  a  bankrupt,  and 
eventually  his  estate  realised  sufficient  to  pay  (on  i8th  August  1912) 
a  first  and  final  dividend  of  12s.  6d.  in  the  £. 

What  is  meant  by  a  "  first  and  final  dividend  "  ?  How  much  did 
A.  Martin  receive  from  the  estate  of  S.  Taylor  ;  and  what  entries 
would  you  expect  to  find  in  his  books  ? 

4.  The  Worksop  Ironworks  Co.,  Ltd.,  desires  to  open  an  account 
with  the  Midland  District  Banking  Co.  Describe  the  formalities 
required  to  open  the  account. 

5.  How  would  you  deal  (in  the  books  of  a  Limited  Company)  with 
the  Income  Tax  deducted  when  paying  dividends  to  shareholders. 
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6.  The  following  Trial  Balance  was  extracted 
Messrs.  Harris,  Phillips  &  Barnett,  trading  as 
Q).,  on  30th  June  1912  : — 


from  the  books  of 
the   Elite  Clothing 


Dr. 

Cr. 

Capital  Accounts  as  on  soth  June  191 1 — 

£     s 

d 

£     s 

d 

S.  Harris 

4.114    3 

4 

H.  PhiUips           

3.849  13 

4 

I.  Barnett 

3.357    3 

4 

Drawing  Accounts — 

•S.  Harris 

500    0 

0 

H.  PhiUips            

500    0 

0 

I.  Barnett 

500    0 

0 

Leasehold  Premises 

4,812  II 

10 

Fixtures  and  Fittings            

1,067  16 

8 

Bills  Receivable          

40    0 

0 

Bills  Payable 

230    0 

0 

Stock — 30th  June  191 1 

2.815    9 

7 

Salaries 

540  12 

0 

Reserve  for  Bad  and  Doubtful  Debts,  as  on  30th 

June  1911     

* 

III     6 

6 

Purchases  and  Purchase  Returns   . . 

8,410    12 

4 

305     6 

2 

Sales  and  Sales  Returns       

144     3 

6 

15,666  10 

6 

Rent,  Rates  and  Taxes         

1.265     9 

3 

Insurance 

142  17 

4 

Advertising 

1,063  15 

6 

Repairs  . . 

1.134     9 

7 

Wages 

2,833     9 

0 

Trade  Expenses           

97     2 

4 

General  Expenses        

135     5 

5 

Carriage            

166    3 

5 

Bank  Charges 

.   26    9 

4 

Discount  Account  Balance  . . 

16     9 

9 

Cash  in  hand   . . 

238  19 

9 

Bank  Balance 

62  18 

10 

Sundry  Debtors  and  Creditors        

2,109  18 

2 

831  13 

8 

£"28,545     5 

0 

£28,545     5 
£3,013     X 

0 

Stock  on  hand  30th  Jtme  1912  .. 

I 

Bills  under  Discount 

.. 

105    0 

0 

You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  30th  June  191 2,  and  a  Balance  Sheet  as  on  that 
date,  subject  to  the  following  adjustments  : — 

(a)  Each  partner  to  be  credited  with  5  per  cent,  interest  on  the 
balance  of  his  Capital  Account  as  on  30th  June  191 1 ;  no  interest 
to  be  calculated  on  Drawings. 

(b)  Reserve  5  per  cent,  en  Sundry  Debtors  for  Bad  and  Doubtful 
Debts. 

(c)  Depreciation  to  be  written  off  Leasehold  Premises  and  Fixtures 
and  Fittings  at  5  per  cent,  and  15  per  cent,  respectively. 

{d)  Carry  forward  ^^22  Insurance  unexpired. 

(e)  The  Repairs  include  ;^i,ooo  for  Shop  Improvements  which  is 
to  be  written  ofiE  over  a  period  of  four  years. 
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FINAL  EXAMINATION. 


Saturday,  3rd   June  1912. 
Time  Allowed,   2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


1.  On  2nd  September  1912  the  Brixham  Steam  Drifter  Co.,  Ltd., 
•was  formed  with  a  nominal  Capital  of  ;^6o,ooo  in  shares  of  ^\  each. 
An  agreement  was  entered  into  to  take  over  the  steam  trawlers 
"  Ef&e  "  and  "  Mabel  "  from  the  Paignton  Steamship  Co.,  Ltd.,  for 
^8,000,  payable  as  to  ;^3,ooo  in  5  per  cent,  debentures,  as  to  ;^i,500 
in  cash,  and  as  to  ;^3,5oo  in  fully  paid  Ordinary  Shares  to  be  valued  at 
par. 

On  5th  September  the  Company  offered  for  public  subscription 
20,000  Ordinary  Shares  of  £x  each  at  a  premium  of  5s.  per  share, 
payable  as  to  los.  per  share  (including  the  premium)  on  application, 
and  as  to  5s.  per  share  on  allotment.  The  balance  of  ids.  per  share 
was  payable  on  ist  October  1912. 

The  whole  of  this  issue  was  taken  up  and  was  duly  allotted  on 
loth  September. 

The  Cash  due  on  allotment  was  duly  paid  on  13th  September. 

All  moneys  due  on  Final  Call  Account  were  duly  paid  with  the 
exception  of  los.  per  share  on  the  shares  held  by  John  Rutland  (150) 
and  William  Reve  (300).  These  shares  were  forfeited  on  1st  November, 
and  were  re-issued  on  loth  November  to  R.  G.  Grifi&ths  upon  the 
payment  of  the  amoimt  due  on  the  450  shares. 

The  agreement  with  the  Paignton  Steamship  Co.,  Ltd.,  was  duly 
carried  out  on  ist  October  191 2. 

Make  the  entries  necessary  to  show  the  above  transactions  in  the 
books  of  the  Brixham  Steam  Drifter  Co.,  Ltd. 

2.  The  book  value  of  the  Plant  of  Messrs.  Atlas,  Hercules  &  Co. 
stood  at  ;^7,040,  whilst  there  was  a  credit  balance  on  Depreciation 
Reserve  Account  of  ^3,600.  It  was  decided  to  entirely  replace  the 
Plant,  and  a  tender  for  the  new  installation  amounting  to  ;^9,500 
received  from  the  Internaticnal  Machinery  Co.,  Ltd.,  was  accepted. 
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The  latter  Company  found  that  a  portion  of  the  existing  Plant  could 
be  utilised  in  the  erection  of  the  new  Plant,  and  an  allowance  of  ;£400 
was  deducted  from  the  contract  price.  The  remainder  of  the  plant 
was  put  up  for  sale  by  auction  and  realised  ;£2,ooo. 

You  are  required  to  show  the  entries  necessary  to  record  these 
transactions  in  the  bocks  of  Messrs.  Atlas,  Hercules  &  Co.,  and  to 
state  how  you  would  deal  with  the  balance  remaining  on  the  old 
Plant  Account. 

3.  How  would  you  deal  with  the  following  items  when  preparing  a 
Profit  and  Loss  Account  and  Balance  Sheet  : — 

(i)  Bills  Receivable  under  Discount. 

{2)  Reserve  for  Bad  and  Doubtful  Debts  on  ist  January  191 1. 

(3)  do.  do.  31st  December  1911  , 

(4)  Loss  of  Stock  by  Fire. 

(5)  Premium  received  on  issue  of  New  Shares. 

4.  Messrs.  Markem,  Ix)W  &  Co.,  Boot  and  Shoe  Retailers,  have  a 
head  office  and  two  branches  (A.  &  B.).  The  head  office  keeps  all  the 
books  and  receives  all  goods  purchased.  Goods  sent  to  branches  are 
charged  out  to  them  at  selling  price,  and  the  whole  of  the  sales  at  the 
branches  are  for  cash.  Each  branch  pays  its  own  Wages  and  Petty 
Expenses  out  of  the  cash  takings. 

The  following  returns  for  the  first  week  of  January  1912  were  received 
from  the  branches  by  the  head  office  : — 


Stock  on  hand,   ist  January  191 2 
Goods  received  from  Head  Office 


Sales,  January  1-6 
Stock  on  hand 


Wages            . .                      . .  IQ     o 

Window  Cleaning  10 

Cleaning  o  10 

Electric  Lamps        . .  — 

Cash  remitted  to  Head  Office  78  10 


A. 

£ 
550 

75 
625 

B. 

£ 
740 

ao 
820 

90 

105 

•   535 

715 

J  £ 
0       14 

s  d 

0  0 

0    0 

10  0 

0 

10  0 

0   90 

0  0 

£90    o    o    £105 


How  would  you  deal  with  the  foregoing  returns  in  the  books  of  the 
firm  ?     Give  specimen   accounts. 
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5.  The  following  Trial  Balance  was  extracted  on  30th  June  1912 
from  the  books  of  N.  Roby  and  G.  Cran  who  were  in  partnership  as 
manufacturers.  You  are  required  to  prepare  Trading  and  Profit  and 
Loss  Accounts  for  the  year  ended  30th  June  191 2  and  a  Balance  Sheet 
as  on  that  date.  When  preparing  these  accounts  it  is  necessary  to 
take  the  following  matters  into  consideration  : — ■ 

(a)  The  Paitnership  Deed  provides  for  interest  at  5  per  cent,  per 
annum  en  Capital  but  not  on  Drawings. 

(6)  Profits  and  Losses  are  to  be  shared  as  follows  : — M.  Roby  three- 
fifths  and  G.  Cran  two-fifths. 

(c)  The  Reserve  for  Bad  Debts  is  to  be  increased  to  £750. 

{d)  Plant,  Machinery,  and  Fixtures  Account  is  to  be  depreciated 
at  the  rate  of  10  per  cent. 

{e)  The  proportions  of  Insurance  unexpired  and  Rates  paid  in 
advance  are  £ig  2s.  7A.  and  ^42  los.  respectively. 

(/)  Leasehold  Premises  Account  is  being  written  off  in  equal  annual 
instalments  of  ;^I90. 

(g)  The  Stock  on  30th  June  191 2  was  valued  and  agreed  at 
;^2,69i  14s.  I  id.,  and  Work  in  Progress  at  ;^254  2s.  6d. 


Trial  Balance,    30th   June    1912. 


M.  Roby— Capital  Account  (including  £500 

paid  in  on  31st  March  1912) 
M.  Roby — Drawing  Account 
G.  Cran — Capital  Account 
Do.      Drawings  Account 

Bad  Debts 

Sundry  Debtors 

Reserve  for  Bad  Debts 

Sundry  Creditors 

Purchases 

Do     Returns 

Sales  . . 

Do.     Returns 

Plant,  Machinery,  and  Fixtures 

Leasehold  Premises 

Manufacturing  Wages 

Stock,  30th  June  19 11 

Work  in  Progress,  30th  June  ig 

Insurance 

Rates  and  Taxes     . . 

Carriage  Inwards 

Do.     Outwards  . . 
Salaries 
Repairs 

Lighting  and  Heating 
Discount  Account    . . 
General  Expenses,  Postage,  &c 
Cash  at  Bank 
Do.    in  Hand 


4,126   12     6 


372 

4 

0 

51 

6 

I 

3.721 

15 

II 

450 

0 

0 

2,111 

2 

7 

10,271 

16 

3 

120 

s 

2 

I S.  790 

18 

6 

250 

4 

4 

1,267 

19 

0 

950 

0 

0 

3.982 

0 

9 

.3,891 

4 

I 

370 

16 

10 

59 

5 

9 

240 

15 

8 

350 

2 

6 

196 

14 

II 

427 

13 

4 

loq 

4 

2 

47 

5 

3 

6 

7 

2 

247 

16 

5 

446 

7 

5 

II 

10 

■  2 

£27,700 

0 

0 

£27,700 

0 

0 
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INTERMEDIATE   EXAMINATION. 


Saturday,  6th  December  191 3. 
Time  Allowed,   2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


Not  more  than  4  questions  must  be  attempted,  of  which  No.  6  is  compulsory. 


1.  What  is  the  difference  between  a  Balance  Sheet  and  a  Statement 
of  Affairs  ?  Explain  in  what  circumstances  the  latter  document 
would  be  prepared. 

2.  On  6th  January  1913  T.  Robinson  draws  on  J.  Brown  at  two 
months  in  settlement  of  his  account  for  £100.  The  Bill  is  duly  accepted 
and  paid  into  the  Bank  for  collection,  but  is  dishonoured  on  maturity. 
On  I2th  March  a  fresh  Bill  is  given  for  a  similar  terra  and  amount,  with 
the  addition  of  £1  16s.  interest  and  bank  charges.  Give  the  entries 
necessary  to  record  the  above  transactions  in  T.  Robinson's  books. 

3.  Explain   the  terms  : — 

(a)  Cumulative   Preference   Shares. 
(6)  Debentures. 

(c)  Ordinary  Shares. 

(d)  Deferred   Shares. 

In  what  circumstances  are  the  last-named  usually  issued  ? 

4.  The  Cooper  Colliery  Co.  took  a  lease  of  a  coal  mine  for  a  period 
of  20  years  from  ist  January  1908  at  a  roj^lty  of  6d.  per  ton  upon  the 
output  with  a  minimum  of  £150  per  annum  and  with  power  to  recoup 
"  short  workings  "  over  the  first  five  years  of  the  lease. 

Explain  the  meaning  of  this,  and  illustrate  ycur  answer  with  an 
example,  assuming  that  the  output  from  the  colliery  for  the  first  two 
years  of  the  lease  was  5,000  tons  and  9,000  tons  respectively. 

5.  On  30th  June  191 3  the  Cash  Book  of  A.  B.  showed  that 
;^647  6s.  I  id.  should  be  in  the  hands  of  his  bankers  on  that  date.  Upon 
investigation  it  is  found  that  the  balances  of  the  Ca?h  Book  and  Pass 
Book  do  not  agree,  and  that  cheques  drawn  by  A.  B.  and  entered  in 
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his  Cash  Book  before  30th  June  1913  amounting  to  ^q^  4s.  2d.  had  not 
been  presented  to  the  bankers  for  payment,  and  that  cheques  received 
on  30th  June  1913  and  paid  in  to  bank  on  that  day  had  not  been  col- 
lected by  the  bankers  until  after  that  date.  Draw  up  a  statement 
showing  the  balance  which  would  appear  in  A.  B.'s  Pass  Book  on  30th 
June  1 91 3. 

6.  J.  Greenlay  and  R.  Dean  were  equal  partners  in  a  manufacturing 
business.  On  31st  December  1912  the  following  Trial  Balance  was 
extracted  from  their  books  : — 

Trial  Balance. 


i 

s 

d 

i 

s 

d 

J.  Greenlay,  Capital  Account 

12,000 

0 

0 

R.  Dean                Do 

9,000 

0 

0 

Machinery  and  Plant         

11,114 

4 

6 

Stock  (31st  December  1911) 

6,506 

16 

I 

Purchases 

22,411 

10 

5 

Do.       Returns   . . 

1,319 

4 

4 

Sales              

35,694 

12 

10 

Do.     Returns 

214 

14 

9 

Salaries          

1,114 

0 

0 

Wages            

4,419 

10 

6 

•Debtors          

9,220 

8 

11 

Creditors 

3.469 

1 

3 

Carriage  Inwards     . . 

112 

10 

0 

Do.     Outwards  -  . 

216 

7 

4 

Rent,  Rates,  Taxes,  and  Insurance 

1,214 

15 

10 

Discount  Account    . . 

117 

4 

9 

J.  Greenlav,  Salary 

600 

0 

0 

R.  Dean,  Salarj- 

400 

0 

0 

Repairs          

214 

I 

8 

Lighting  and  Heating        

472 

14 

4 

Bills   Payable           

714 

7 

1 

Do.     Receivable 

92 

4 

7 

Cash  at  Bank          

3,741 

14 

4 

Do.    in  Hand 

14 

7 

6 

£62,197 

5 

6 

£62,197 

5 

6 

You  are  required  tc  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  31st  December  191 2,  and  a  Balance  Sheet  as  on  that 
date,  after  taking  into  consideration  the  following  : — 

(a)  The   Stock  on   31st   December  1912  was   valued   and  agreed   at 

;^7,400  4s.  6d. 
(fe)  Each  partner  is  to  be  credited  with  5  per  cent,  interest  on  his 
capital. 

(c)  10  per  cent.   Depreciation  is  to  be  written  off  Machinery  and 
Plant. 

(d)  A  Reserve  for  Bad  Debts  is  to  be  created  amounting  to  2^  per 
cent,  of  the  Debtors. 

(«)  The  Rates  paid  in  advance  and  Insurance  unexpired  amounted 
to  ;^ii4  4s.  lod. 
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FINAL   EXAMINATION. 


Saturday,  6th  December  1913. 
Time  Allowed,  2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


1.  What  do  you  understand  by  a  "  Quinquennial  Valuation  "  in 
connection  with  I.ife  Assurance  Accounts  ?  What  is  the  object  of 
this  Valuation  ? 

2.  An  English  firm  has  a  foreign  branch  whose  books  are  entirely 
kept  in  the  local  currency  which  is  subject  to  considerable  fluctuations. 
What  rates  of  conversion  would  you  employ  when  amalgamating  the 
Head  Office  and  Branch  Trial  Balances  at  the  end  of  the  financial  year, 
in  connection  with  the  following  items  appearing  in  the  Branch  Trial 
Balance  : — 

(a)  Fixed  Assets  : — 

(i)  Bought   prior  to   the   commencement   of   the   trading   period 

under  review. 
(2)  Bought  during  the  trading  period  under  review. 

(b)  Floating  Assets. 

(c)  Profits  and  T-oss  Account  Balances. 

(d)  Remittances  to  and  from  the  Head  Office. 

3.  When  preparing  the  Balance  Sheet  of  a  Limited  Company  as  on 
31st  December  1912,  how  would  you  treat  the  following  : — 

(a)  Bills  Receivable,  amounting  to  ;^500,  which  had  been  discounted 
and  which  were  not  due  until  after  31st  December  1912, 

(b)  100  Shares  of  £1  each  held  in  another  Company  upon  which  only 
los.  per  share  had  been  called  up. 

(c)  A  Balance  consisting  of  ;^40o  paid  for  an  unexercised  option  to 
purchase  the  Nysar  Tabak  Estate  for  a  sum  of  ;^i2,6oo  ;  such 
option  expiring  on  5th  January  191 3. 

4.  To  what  classes  of  undertaking  is  the  "  Double  Account  "  system 
applied  ?  Give  a  specimen  Balance  Sheet  prepared  in  accordance  with 
this  system,  and  briefly  explain  the  principal  items  which  you  insert 
therein. 
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5.  C.  Trevor  and  J.  Walsh  were  in  partnership  as  manufacturers, 
their  joint  capital  being  ;^40,ooo.  The  Partnership  Agreement 
provides  : — 

(i)  That  interest  at  5  per  cent,  is  to  be  allowed  on  Capital  but  is 
not  to  be  charged  on  Drawings  ;  such  interest  on  Capital  is  to 
be  credited  to  the  Partners'  Drawings  Accounts. 

(ii)  That  C.  Trevor  is  to  receive  a  salary  of  ;^500  per  annum  out  of 
the  net  profits  when  ascertained. 

(iii)  That  the  Balance  of  Profits  is  to  be  divided  between  the  Partners 
in  proportion  to  the  amounts  standing  to  the  credit  of  their 
Capital  Accounts,  viz.  three-fifths  and  two-fifths  respectively. 

(iv)  That  all  Profits  are  to  be  credited  to  the  Partners'  Drawings 
Accounts  in  order  to  maintain  their  Capital  Accounts  at  the 
original  figures. 

In    addition    to   the    balances  of  the  Capital  Accounts,  the  following 
balances  appeared  in  the  books  en  31st  December  1912  : — 

Balancfs.  3i..t  December  1912. 


Machinery  and  Plant . .  .  . 

Fixtures  and  F't»'nt!s 

F*urchases 

„        Retuii.5       . .  .  . 

Sales 
„     Returns  . . 

Bad  Debts 

Sundry  Debtors 

,,        Creditors 
Stock  (31st  December  191  ii 
Freehold  and  Leasehold  Premises  . . 
Manufacturing  Expenses 
Reserve  for  Bad  Debts  (31st  December  191 1 ) 
General  and  Office  Expenses 
Manufacturing  Wages 
Salaries  . . 

Travelling  Expeuset,   . . 
Kent,  Rates,  Taxes  and  Insurance 
Discount  Account  (excess  ol  discount  allowed  over  discount 

received)  . . 

Carriage  Inwards 

„        Outwards 
Advertising 

C.  Trevor  :  Drawings  Account  (Credit  Balance)  . 
J.  Walsh  :  Drawings  Account  (Debit  Balance)  . 
Cash  at  Bank 

.     n  Hand  . .  


L 

•i 

tl 

15,210 

12 

0 

-2,750 

15 

0 

22.654 

18 

6 

-,47; 

4 

I 

• .   43,827 

18 

10 

1,046 

II 

6 

219 

6 

0 

. .   13,061 

10 

0 

5,799 

14 

II 

• .   6,536 

7 

3 

12,000 

0 

0 

l,0/tl 

10 

u 

402 

4 

2 

741 

14 

10 

•  •   13,347 

14 

II 

1,910 

0 

0 

546 

12 

8 

int 

15 

3 

114 

4 

9 

564 

0 

7 

1,275 

15 

6 

471 

14 

7 

114 

4 

0 

92 

6 

8 

2.I47 

II 

6 

27 

4 

p 
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You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  31st  December  1912,  and  a  Balance  Sheet  as  on 
that  date.  When  preparing  these  Accounts  it  is  necessary  to  take 
into  consideration  the  following  : — 

(a)  10  per  cent.  Depreciation  is  to  be  written  off  Machinery  and 
Plant  and  5  per  cent,  off  Fixtures  and  Fittings. 

{b)  Create  a  Leasehold  Redemption  Account  and  transfer  thereto 

(c)  Increase  the  Reserve  for  Bad  Debts  to  an  amount  equivalent 
to  5  per  cent,  of  the  Sundry  Debtors. 

(d)  The  proportion  of  Insurance  unexpired  and  Rates  paid  in  advance 
amounted  on  31st  December  1912  to  ;^I96  4s. 

{c)  The  Stock  on  31st  December  1912   was  valued  and  agreed  by 
the  partners  at  ;^6,9i2  14s.  lod. 
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INTERMEDIATE    EXAMINATION. 


Saturday,    6th    June    1914. 
Time  Allowed,  2  hours. 


BOOKKEEPING   AND   ACCOUNTS. 


1.  When  preparing  the  annual  accounts  of  a  business  where  would 
you  expect  to  find  the  following  information,  and  how  would  you  deal 
with  it  in  the  accounts  under  preparation  ? 

(a)  Goods  returned  by  customers  during  the  year,  ;^i58. 

(6)  Goods  sent  "  on  sale  or  return  "  to  Peter  Veldt,  Cape  Town, 
invoiced  at  1^125,  cost  price  ;^ioo. 

(c)  Overdraft  at  Bankers  ;^52o. 

2.  On  i6th  March  1914  Robert  Radbourne,  of  London,  shipped  dry 
goods  of  the  value  of  ;{500  to  his  customer,  L.  Rodrigues,  of  Rio.  The 
usual  trade  credit  terms  were  four  months.  It  was  a  matter  of  incon- 
venience to  Radbourne  to  have  to  wait  so  long  for  payment.  Can  you 
suggest  a  method  of  obtaining  a  speedier  settlement  of  the  transaction 
than  is  possible  under  the  usual  trade  terms  ? 

3.  The  Balance  Sheet  of  Miles  Standish,  as  on  31st  December  1913, 
was  as  follows  : — 


Balance  Sheet, 

31st  December  191 3. 

Capital      . . 
Creditors  . . 
Bank  overdraft  . 

i      s 
. .  3,000    0 
. .  4,500    0 
. .  1,000    0 

1 
0 
0 
0 

Sundry  Assets 
Cash  in  band 

£      s    d 
. .  8,400    0    0 
. .     100    0    0 

£8,500    0 

0 

£8,500    0    0 

Standish  agrees  to  admit  Hugh  Dickeson  into  partnership  as  on 
1st  January  1914.  Dickeson  is  to  bring  in  /i,ooo  in  cash  as  his  capital. 
Having  no  further  funds,  Dickeson  is  unable  to  pay  Standish  the  agreed 
premium  of  ;^i,ooo  for  admission  as  a  partner.  It  is  therefore  arranged 
that  a  Goodwill  Account  for  that  amount  shall  be  raised  in  the  books 
of  the  new  firm. 

Give  the  Balance  Sheet  of  the  new  firm  as  on  ist  January  1914, 
after  the  completion  of  the  above  transactions. 

4.  A  firm  of  tobacco  manufacturers  making  (a)  cigarettes,  (6)  cigars, 
and   (c)  loose  tobaccos,  journalised  all  their  purchases.     A  separate 
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Trading  Account  was  kept  in  the  Ledger  for  each  department,  and  for 
Machinery  and  Plant  Account  and  Buildings  Account.  The  number 
of  individual  entries  appearing  in  the  Journal  was  very  heavy.  Can 
you  suggest  a  more  expeditious  and  economical  method  of  dealing  with 
the  purchases  of  the  firm  ?     Illustrate  your  answer. 

5.  Robert  Eastwood  and  George  Sutton  are  equal  partners  in  a 
manufacturing  business.  The  Trial  Balance  extracted  from  the 
firm's  books  as  on  31st  December  1913  is  given  below  : — 

Trial  Balance. 


£ 

£ 

Robert  Eastwood — Capital  Account 

10,000 

,,                   Drawings  Account 
George  Sutton — Capital  Account 

1,200 

5.000 

„              Drawings  Account 

800 

Freehold  Works          

11,000 

Stock-in-Trade  (1st  January  1913) 

3.800 

Work  in  Progress  (ist  January  1913) 

1,500 

Plant  and  Machinery 

3,600 

Purchases          

19,820 

„         Returns 

570 

Bills  Receivable          

740 

„     Payable 

860 

Sales 

38,980 

„     Returns 

105 

Manufacturing  Wages 

1,464 

Salaries             

1,821 

Rates  and  Taxes 

440 

Manufacturing  Expenses 

860 

Carriage  Inwards         

421 

„       Outwards 

320 

Reserve  for  Bad  Debts  fist  January  191.S) 

100 

Office  Expenses           

641 

Cash  in  hand    . . 

^64 

Bank  Overdraft           

3,000 

Discount  Account 

304 

Sundry  Creditors         

5,540 

Sundry  Debtors          

4,148 

Bad  Debts        

501 

Advertising       . .          . .          . .          . .  t 

1,981 

Insurance 

180 

Interest  Account 

T40 

£58,050 

£58,050 

You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accotmts 
for  the  year  ended  31st  December  1913,  and  a  Balance  Sheet  as  on  that 
date.  The  stock  in  hand  at  the  close  of  the  year  was  valued  and 
agreed  at  £5,978.  The  work  in  progress  at  the  same  date  was  valued 
at  ;^89o.  Before  closing  the  accounts,  the  following  adjustments  are 
necessary  : — 

(i)  Interest  at  5  per  cent,  per  annum  is  to  be  allowed  on  Partners* 
.    Capital  Accounts.     No  interest  is  to  be  charged  on  drawings. 

(2)  George  Sutton  is  entitled  to  a  managing  salary  of  ;£300  per  annum 
prior  to  division  of  the  profits. 

(3)  The  amount  of  insurance  to  be  carried  forward  to  next  year 
amounts  to  £50. 

(4)  Depreciation  is  to  be  written  off  the  Plant  and  Machinery  at 
the  rate  ol   10  per  cent. 

(5)  The  Bad  Debt  Reserve  is  to  be  raised  to  ;^25o. 
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FINAL  EXAMINATION. 


Saturday,  6th  June  1914. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


I.  On  3rst  January  1914  Woodwards,  Ltd.,  offered  50,000  new 
Ordinary  Shares  of  £1  each  for  subscription  at  par.  The  shares  were 
payable  as  to  2s.  6d.  per  share  on  application,  as  to  5s.  per  share  on 
allotment,  and  the  balance  as  and  when  required  by  resolution  of  the 
directors. 

The  following  applications  weie  received  : — 

Applied  for.  Allotted. 

Robert  Easter,  Baldwin?,  Clelston,  Essex,  Gentleman  20,000  20,000 

George    Grainger,    365  Elden    Aveni'e,   E.C.,   Wool 

Merchant       . .         . .         . .         . .         . .         . .  10,000  10,000 

Charles  Coombe,  10  Low  Pavement,  Chester,  Ship- 
owner . .        . .         . .         . .         . .         . .         . .  15,000  10,000 

Phillip  Goodsir,  Salisbury  House,  E.C.,  Solicitor    . .  10,000  10,000 

William  Smith,  Smithfifld  Market,  E.C.,  Salesman. .           150  nil. 

The  directors  went  to  allotment  on  3rd  February,  and  all  allotment 
moneys  were  duly  paid  on  or  before  6th  February. 

The  distinctive  numbers  of  the  new  shares  ran  from  50,001  onwards. 

Prepare  a  suitable  Application  and  Allotment  Book,  and  make  the 
necessary  entries  therein  ;  and  give  the  entries,  recording  the  above 
transactions  in  the  financial  books  of  the  company. 

2.  The  Eastern  Trust,  Ltd.,  hold  a  large  number  of  investments. 
Submit  forms  of  any  books  which  you  would  suggest  for  the  record  of 
the  company's  investments  and  the  transactions  arising  therefrom. 

Enter  the  following  transactions  in  the  manner  you  recommend : — 

i6th  February  1914. — Bought  through  Stag  &  Co.,  the  company's 
brokers,  ;^5,ooo  Consols  at  75I.     Brokerage  and  expenses,  £S  15s. 

17th  February  1914. — Bought  through  Stag  &  Co.,  ;^5,ooo  Midland 
Railway  2J  per  cent.  Preferred  Consolidated  Ordinary  Stock  at  60. 
Brokerage  and  expenses,  ;^8  los. 

3rd  March  1914. — Received  dividend  on  above  for  half-year  to 
31st  December  1913  (less  tax). 

L2 
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15th  March  1914. — Sold  through  Stag  &  Co.,  ;^5,ooo  Consols  at 
76J.     Brokerage  and  expenses,  £S. 

3.  Boutcn  d'Or,  Ltd.,  purchased  the  business  of  Stalkys,  Ltd.,  as 
on  31st  December  1913.  The  latter  company  had  issued,  and  called 
up,  the  whole  of  their  nominal  capital,  viz.  50,000  shares  of  £1  each. 
The  purchase  price  of  the  shares  acquired  by  Bouton  d'Or,  Ltd.,  was 
;£25,ooo,  payable  as  to  ;^io,ooo  in  cash,  and  as  to  /i 5,000  in  second 
debentures  of  Stalkys,  Ltd.,  which  was  to  be  continued  as  a  separate 
company. 

The  Blankshire  Bank  lent  Stalkys,  Ltd.,  ;^30,ooo,  taking  ;^40,ooo 
first  debentures  by  way  of  security.  ;^i  5,000  of  this  sum  was  employed 
in  discharging  the  amounts  owing  to  loan  and  trade  creditors  as  on 
31st  December,  and  /io,ooo  was  lent  to  Bouton  d'Or,  Ltd.,  who  utilised 
the  amount  in  discharge  of  part  of  the  purchase  price  of  Stalkys,  Ltd., 
shares.  Second  debentures  amounting  to  £1 5,000  were  issued  to  Bouton 
d'Or,  Ltd.,  who  were  treated  as  debtors  for  the  amount.  These  deben- 
tures were  then  transferred  to  the  old  shareholders  of  Stalkys,  Ltd., 
in  completion  of  the  purchase  of  their  shares. 

The  Balance  Sheet  of  Stalkys,  Ltd.,  as  on  31st  December  1913  is 

given  below  : — 

Stalkys,     Ltd. 

Balance   Sheet,   31st   December   191 3. 


Capital  . .         50,000 

Loans  . .         . .         . .         . .    10,000 

Trade  Creditors         5,000 


I 
Sundiy  Assets       65,000 


£65,000 


£65,000 


Show  the  above  transactions  as  they  w^ould  appear  in  the  books  of 
Stalkys,  Ltd.,  and  give  the  Balance  Sheet  of  the  company  as  it  would 
appear  on  the  completion  of  the  purchase. 

4.  What  is  a  Secret  Reserve  ?  Enumerate  two  methods  employed 
by  bankers  in  order  to  create  Secret  Reserves,  and  criticise  the  practice 
from  the  point  of  view  of  a  customer  of  the  bank. 

5.  The  Chasemore  Manufacturing  Co.,  Ltd.,  was  registered  in  1910 
with  a  nominal  capital  of  ;^30,ooo,  divided  into  30,000  ordinary  shares 
of  £1  each,  12,000  of  these  shares  had  been  issued  upon  which  15s. 
per  share  had  been  called  up  and  paid.     During  the  year  191 3  a  dividend 
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of  20  per  cent,  was  paid  for  the  year  1912  upon  the  paid  up  capital.  In 
addition  to  the  balances  represented  by  the  above,  the  undermentioned 
balances  appeared  in  the  books  of  the  company  on  31st  December 
1913  :— 

Balances,    31st    December    191 3. 


Plant,  Machinery,  and  Fixtures 

Bills  Receivable  

Reserve  .\ccount 

Sundry  Debtors 

Reserve  for  Bad  Debts  (31st  December  1912) 

Simdry  Creditors         

Carriage  Inwards        

„       Outwards 

Purchases  

,,        Returns 

Sales 

„     Returns   . . 
Manufacturing  Wages 

,,  Expenses 

Salaries 

Rent,  Rates  and  Taxes 
Insurance 
Power  and  Fuel 

Lighting  and  Heating  

General  Expenses 

Stock  on  hand  (31st  December  1912) 

Travelling  Expenses    . . 

Discount  Account  (Debit  Balance) 

Bad  Debts        

Advertising 

National  Health  Insurance  (Employers'  Contributions)  . . 
Profit  and  Loss  Account  (Cr.  Balance  31st  December  1912I 
Cash  at  Bank 

„    in  hand    . . 


£ 

s 

d 

1,697 

I 

3 

102 

0 

0 

5,000 

0 

0 

10,542 

14 

0 

854 

6 

7 

1,529 

17 

0 

624 

14 

I 

747 

8 

2 

15,278 

6 

4 

1,142 

4 

2 

28,637 

I 

4 

721 

9 

2 

4,438 

8 

II 

206 

19 

4 

2,153 

4 

10 

1,099 

14 

6 

50 

14 

0 

292 

10 

4 

197 

2 

7 

499 

14 

4 

3,327 

0 

10 

591 

2 

7 

"5 

6 

7 

116 

I 

8 

1,847 

4 

10 

40 

16 

7 

2,642 

II 

4 

2,214 

4 

7 

202 

0 

11 

You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  31st  December  1913,  and  a  Balance  Sheet  as  on 
that  date,  and  to  submit  a  brief  report  on  the  financial  position  of  the 
Company. 

When  preparing  these  accounts  it  is  necessary  to  take  into  considera- 
tion the  following  : — 

(a)  10  per  cent.  Depreciation  is  to  be  written  off  Plant,  Machinery, 
and  Fixtures. 

(6)  Increase  the  Reserve  for  Bad  Debts  to  ;^i,ooo. 

(c)  The  proportion  of  Insurance  unexpired  and  Rates  paid  in  advance 
were  respectively  ;^I9  4s.  6d.  and  ^ji  4s.  id. 

(rf)  The  manager  of  the  company  is  entitled  to  a  commission  of  5  per 
cent,  on  the  net  profits. 

(«)  The  Stock  was  valued  at  i/\,T2.z  as  on  31st  December  1913. 
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INTERMEDIATE   EXAMINATION. 


Saturday,  5th  December  1914. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


I.  Rule  the  form  of  a  Cash  Book  and  enter  therein  the  following 
transactions  : — 

1914. 

July     I. — ^Balance  at  bank  at  this  date  ;^i,oio  14s.  4d. 

Drew  a  cheque  for  £2^  for  office  cash. 

Paid  T.  Holmes  lig  15s.  by  cheque. 

Received,   and   paid  into   bank,    H.   Thomas'   cheque  for 
;^97  los.  in  settlement  of  his  account  of  ;^ioo. 

July     2. — ^Discounted  with  the  bank  J.  John's  acceptance  of  ;^ioo — 
the  discounting  charges  amounting  to  ids.  9d. 
Paid  the  following  accounts  in  cash  : — 
Stationery   . .     ;^i  15s.  6d. 
Cleaning      . .  i8s.  9d. 

Carriage      •. .     £2     os.  7d. 
Cash  Sales,  ;^29  13s.  6d. 

July     3. — Received  from  R.  Dick,  and  paid  into  bank,  a  cheque  for 
£39  3s.  3d.,  allowing  him  discount  £1  6s.  9d. 
Bill  payable,  ;^ii5,  presented  at  the  bank  and  duly  met. 
1  Paid  Charles  Jeff's  account  of  ;^6o  by  cheque,  after  deduct- 

ing therefrom  2^  per  cent,  discount. 
Cash  Sales  ^^50  17s.  9d. 

July     4. — Paid  Wages  by  cash,  £17  13s.  9d. 
Paid  rent  by  cheque,  £25. 
Cash  Sales,  ;^6o  17s.  4d. 
Paid  Cash  into  bank,  ;^I24. 

Balance  the  Cash  Book  as  on  4th  July  1914,  and  state  how  you  would 
deal  with  the  discount  allowed  and  received. 

At  30th  June  1914  the  bookkeeper  employed  by  Messrs.  Carter  and 
Westwood,  Ltd.,  extracted  a  Trial  Balance  and  prepared  therefrom  the 
annual  accounts  of  the  company,  which  showed  a  net  profit  of 
;^4,896  IDS.  4d.  on  the  year's  working. 
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As  a  result  of  their  examination  of  the  books,  the  auditors  discovered 
the  following  mistakes  : — 

(a)  £100  received  from  I..  Kaye,  as  compensation  for  breach  of 
contract,  had  been  posted  to  his  credit,  and  included  amongst 
the  Sundry  Creditors  as  on  30th  June  1914. 

(b)  The  cost  of  a  motor,  ;^46o,  had  been  debited  to  Purchases  instead 
of  to  Plant  and  Machinery  Account. 

(c)  Goods  received  from  Arthur  Butcher  of  the  value  of  /150  had 
been  taken  into  stock  at  30th  June  191 4,  but  were  not  invoiced 
to  the  firm,  nor  entered  into  the  Purchases  Book  until  3rd  July 
1914. 

(d)  The  insurance  charged  in  the  Profit  and  I-oss  Account  included 
£2^  for  Renewal  Premiums  to   Midsummer  1915. 

Show  the  entries  which  should  be  made  in  order  to  rectify  these 
errors,  and  state  the  correct  amount  of  the  net  profit  for  the  year,  as 
revised  by  these  adjustments. 

3.  On  8th  May  1914  B.  Swift  accepted  A.  Lytton's  three  months 
draft  for  ;^20o  for  goods  supplied.  On  8th  June  A.  Lytton  discounted 
this  bill  with  his  bankers,  who  charged  him  £1  13s.  4d.  for  the  accom- 
modation. 

On  8th  August  B.  Swift  wrote  to  A.  Lytton,  informing  him  that  he 
was  unable  to  meet  the  bill,  and  enclosing  a  cheque  for  ;^ioo  and  a 
two  months  acceptance  for  ;^ioo,  plus  £2  interest.  The  cheque  and 
bill  were  duly  met. 

Show,  by  means  of  Journal  entries,  how  these  transactions  would 
be  recorded  in  A.  I-ytton's  books. 

4.  State  where  the  undermentioned  items  would  be  found  in  the 
annual  accounts  of  a  limited  company  : — 

(a)  Unclaimed  Dividends, 
(h)  Discount  Received. 

(c)  Transfer  Fees. 

(d)  Reserve  Account. 

The  following  Trial  Balance  was  extracted  from  the  books  of  the 
Redfriars  Manufacturing  Q).,  Ltd.,  on  31st  December  1913.  You 
are  required  to  prepare  Trading  and  Profit  and  I-oss  Accounts  for  the 
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year  ended  31st  December  1913,  and  a  Balance  Sheet  as  on  that  date, 
subject  to  the  following  adjustments  : — 

15  per  cent,  depreciation  is  to  be  written  off  Leasehold  Premises. 
10  per  cent,  depreciation  is  to  be  written  off  Plant  and  Machinery. 
15  per  cent,  depreciation  is  to  be  written  off  Fixtures  and  Fittings. 
The  reserve  for  Bad  and  Doubtful  Debts  is  to  be  increased  to  ;^i,ooo. 
Unexpired  insurance  amounting  to  ;^io  is  to  be  carried  forward. 

Trial  Balance. 


£ 

£ 

Capical — 

15,000  Ordinary  Sliares  of  £1  each,  fully  paid 

15.000 

10,000  Preference  Shares  of  £1  each. 

fully  paid 

10,000 

Leasehold  Premises 

4.972 

Plant  and  Machinery . . 

5*13 

Fixtures  and  Fittings 

1.353 

Reserve  Account         

1,500 

Bills  Payable 

422 

Profit  and  Loss  Account  Balance  (31st 

December 

» 

1912)  

3,219 

Dividend  Paid  31st  March  1913 — 

Ordinary    . . 

£1.500 

Preference 

600 

2,100 

Stock  (31st  December  1912) 

... 

5.637 

Sundry  Debtors 

. . 

9.318 

Sundry  Creditors 

'2,538 

Reserve    for    Bad    and    Doubtful 

Debts    (31st 

December  1912) 

500 

Additions  to  Plant  and  Machinery 

621 

„            Fixtures  and  Fittings 

209 

Purchases  and  Purchases  Returns  . 

31,034 

1,118 

Sales  and  Sales  Returns 

3.345 

54,405 

Manufacturing  Wages 

10,422 

Salaries             

1,836 

Carriage  Inwards        

1,976 

„        Outwards 

988 

Electric  Power            

561 

Gas  and  Lighting 

135 

Rent,  Rates,  Taxes  and  Insurance. 

892 

Repairs 

523 

General  Expenses 

i,ori 

Advertising 

397 

Discount  Account  (Balance) 

156 

Directors'  Fees            

230 

Cash  in  hand  and  at  Bank 

5,143 

£88,692 

£88,692 

The  stock  on  hand  as  on  31st  December  1913  was  valued  at  ;^6,373. 

The  authorised  capital  of  the  company  consists  of  30,000  Ordinary 
Shares  of  £1  each,  and  20,000  Preference  Shares  of  £1  each. 
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FINAL  EXAMINATION. 

Saturday,  5th  December  1914. 
Time  Allowed,   2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


I.  A  limited  company,  with  a  nominal  capital  of  ^^50,000  in  50,000 
Ordinary  Shares  of  £1  each,  was  formed  to  acquire  an  existing  business. 
Shares  to  the  value  of  ;^io,ooo  were  issued  to  the  Vendors  as  fully  paid, 
and  20,000  shares  were  subscribed  for  by  the  public.  During  the 
first  year  15s.  per  share  was  called  up,  being  5s.  per  share  on  applica- 
tion, 5s.  per  share  on  allotment,  2s.  6d.  per  share  first  call,  and  2s.  6d. 
per  share  second  call.  At  the  end  of  the  first  year  there  had  been 
paid  up  on  the  shares  subscribed  for  by  the  public  : — 

On  15,000  shares  the  full  amount  called. 
On  3,000  shares  12s.  6d.  per  share. 
On  1,500  shares  los.  per  share. 
On  500  shares  5s.  per  share. 

You  are  required  to  give  the  entries  necessary  to  record  the  capital 
transactions  in  the  books  of  the  company,  taking  into  consideration  the 
fact  that  all  sliares  upon  which  less  than  los.  per  share  had  been. paid 
were  forfeited  by  resolution  of  the  directors.  You  are  also  required 
to  show  how  the  capital  would  appear  in  the  Balance  Sheet  of  the 
company  at  the  end  of  the  first  year. 

2.  The  books  of  J.  Wood  showed  that  he  owed  L.  Martin  ^746  4s.  iid. 
On  1st  May  1914  the  latter  drew  two  bills' of  ;^25o  each  at  one  month 
and  three  months  respectively,  and  a  third  bill  for  the  balance  at  four 
months.  All  these  bills  were  duly  accepted  by  J.  Wood.  The  first 
bill  was  met  at  maturity  ;  the  second  was  taken  up  under  rebate  of 
5  per  cent,  one  month  before  maturity  ;  and  the  third  bill  was  dis- 
honoured at  maturity,  but  renewed  for  one  month  plus  6  per  cent. 
You  are  required  to  show  the  transactions  in  connection  with  these 
bills  as  they  would  appear  in  the  books  of  the  acceptor. 

3.  An  engineering  company  which  does  not  execute  the  whole  of 
its  contracts,  but  sublets  portions  of  them,  found  on  30th  September 
1914  (the  end  of  its  financial  year)  that  there  were  a  number  of  contracts 


154 


BOOKKEEPING  FOR  COMPANY    SECRETARIES. 


which  were  not  completed.  The  actual  cost  of  the  work  executed  in 
connection  with  these  contracts  to  30th  September  1914  was  ascertained 
to  be  ;^8,47o,  but  the  value  of  the  work  done,  after  taking  into  considera- 
tion the  proportion  of  profit  considered  to  be  earned  to  date,  was 
stated  to  be  ;^9,i40.  The  amount  received  on  account  of  the  uncom- 
pleted contracts  was  ;{7,ooo,  and  the  amount  paid  on  account  of  those 
portions  of  the  contracts  which  were  sublet  was  ;^3,ooo.  Show  how  you 
would  deal  with  the  figures  relating  to  uncompleted  contracts  in  the 
Balance  Sheet  of  the  company,  and  briefly  give  your  reasons  for  the 
course  you  adopt. 

4.  On  1st  July  1913  a  limited  company  with  a  Nominal  Capital  of 
;^2o,ooo,  divided  into  10,000  Ordinary  Shares  of  £1  each  and  1,000 
6  per  cent.  Preference  Shares  of  ;^io  each,  was  formed  to  acquire  the 
business  of  George  Dickson  &  Co.  The  whole  of  the  Ordinary  Shares 
were  issued,  as  fully  paid,  to  the  vendors,  as  consideration  for  the 
purchase  price  of  the  various  assets  taken  over.  The  Preference  Shares 
were  offered  for  public  subscription.  On  30th  June  1914  700  Prefer- 
ence Shares  had  been  issued,  and,  with  the  exception  of  £2  los.  per 
share  on  50  shares,  were  fully  paid.  On  ist  January  1914  5  per  cent. 
Debentures  amounting  to  ;^2,ooo  were  issued  at  a  discount  of  5  per 
cent,  and  no  interest  had  been  paid  thereon  at  30th  June  1914.  The 
debentures  are  repayable  at  par,  ten  years  from  the  date  of  issue. 

In  addition  to  the  balances  represented  by  the  above  transactions, 
the  following  balances  appeared  in  the  books  of  the  company  on  30ch 
June  1914  : — 

Balances,  30th  June  1914. 


£      s    d 

Bills  Payable 

704     4     6 

Stock,  ist  July  1913 

Plant  and  Machinery 

. .    6,001   10     0 

..    6,564     6     8 

Furniture  and  Fittings 

315  10    6 

Sundry  Creditors 

..    2,314     4  II 

„      Debtors 

..    7.672  15     I 

Bills  Receivable 

..       414     9     3 

Rates,  Taxes,  and  Insurance 

145  19     0 

Freehold  Land  and  Buildings 

. .    3,000     0    0 

Sales          

. .  16,918     5     3 

„     Returns 

414     4  11 

Purchases             

..    6,93a  13     9 

„        Returns             

646     4     7 

Manufacturing  Wages 

. .    4,021     I  10 

Electric  Power 

106     I     0 

Carriage  Inwards 

216     4     2 

„       Outwards 

119  16     2 

Salaries      

. .    1,182     0    4 

General  Expenses            

314     4     9 

Lighting  and  Heating 

..       109  14     3 

Discount  (excess  of  discount  allowed  over  discount  r 

eoeived)        17    6    5 

Cash  at  Bank 

. .    1,751  12    2 

„     in  hand       

58    9    0 
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You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  30th  June  1914,  and  a  Balance  Sheet  as  on  that 
date. 

When  preparing  these  accounts  it  is  necessary  to  take  into  considera- 
tion the  following : — 

(c)  Create  a  reserve  for  Bad  Debts  amounting  to  5  per  cent,  on  the 
Sundry  Debtors. 

(6)  The  proportion  of  insurance  unexpired  on  30th  June  191 4  was 
^12  IS.  7d. 

(c)  The  rates  for  the  half  year  to  29th  September  1914  due  on  31st 
March  1914,  amounting  to  ;^24  7s.  6d.,  had  neither  been  paid  nor 
put  through  the  books. 

(d)  10  per  cent,  depreciation  is  to  be  written  off  Plant  and  Machinery 
and  5  per  cent,  off  Furniture  and  Fittings. 

(e)  The  Stock,  as  on  30th  June  1914,  was  valued  at  ;^6,627  5s.  lod. 
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INTERMEDIATE    EXAMINATION. 


Saturday.  5th  June  1915. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


1.  Messrs.  Harry  Kirk  &  Co.  employ  one  Bought  Ledger,  which  is 
kept  on  the  self-balancing  system.  From  the  undermentioned 
particulars  you  are  required  to  prepare  the  relative  Bought  Ledger  and 
General  Ledger  adjustment  accounts  as  on  31st  December  191 4  : — 

1st  July  1914,  Total  Creditors'  balances  outstanding  in  Bought 
Ledger,  ;^33,292  6s.  yd.  31st  December  1914,  total  transactions  with 
Creditors  for  the  half  year  to  this  date  :  Purchases,  ;^39,24i  17s.  lod.  ; 
Cash  paid,  ;^42,689  14s.  gd.  ;  discounts  and  allowances  received, 
;^964  14s.  id. ;  returns,  £7^1  2s.  6d. ;  goods  sold  to  creditors,  ^£941  los.  2d. ; 
acceptances  given  to  creditors,  £1,986  14s.  id. 

2.  Explain  the  terms  (i)  Nominal  Capital,  (2)  Issued  Capital,  (3) 
Subscribed  Capital,  (4)  Paid-up  Capital,  and  (5)  Unpaid  Calls.  Illus- 
trate your  answer  by  showing  how  these  items  are  stated  in  the  Balance 
Sheet  of  a  limited  company. 

3.  The  Balance  Sheet  of  Maurice  Bernardin,  as  on  31st  December 
1914,  was  as  follows : — 

Balance   Sheet,    31st   December   1914. 

£  £ 

To  Capital       . .         . .         . .         . .      5,000      By  Plant  and  Machinery  . .  . .  3,000 

„  Sundry  Creditors  . .         . .  ^,400        „  Stindry  Debtors  . .  . .  1,680 

„  Stock  in  hand   . .  . .  . .  1,720 

„  Cash  at  Bank    . .  . .  . .  1,000 


£7,400  £7,400 


Oh  the  1st  January  191 5  Bernardin  admitted  Paul  Lede  into  partner- 
ship. Lede  paid  ;£i,ooo  into  the  business  as  his  capital,  and,  as  he  had 
no  further  funds,  it  was  agreed  that  a  Goodwill  Account  for  ;^i,50o 
was  to  be  opened  and  credited  to  Bernardin.  Show  the  Balance 
Sheet  of  the  new  firm  upon  the  completion  of  these  transactions. 

4.  Explain  the  difierence  between  a  Receipts  and  Payments  Account 
and  an  Income  and  Expenditure  Account. 
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5.  William  Shean  and  W.  R.  Smith,  trading  as  Shean,  Smith  &  Co., 
are  equal  partners.  The  following  Trial  Balance  was  extracted  from 
their  books  as  on  31st  December  1914  : — 

Trial   Balance,    31st    December    1914. 


William  Sbean— Capital  Account 

I 
10,000 

Drawings  Account 

qSo 

W.  R.  Smith — Capital  Account 

9,000 

Drawings  Account  . . 

750 

Freehold  Factory 

s  850 

Fixtures  and  Fittings 

8qo 

Stock  (31st  December  1913) 

3.612 

Rates  and  Taxes 

()q 

Trade  Expenses           

329 

Sales 

1 8,34 1 

„     Returns  . . 

204 

PlaJnt  and  Machinery . . 

8,940 

Cash  at  Bank 

1.241 

„    in  hand   

64 

Purchases          

10,892 

„         Returns 

521 

Carriage  Inwards         

981 

„        Outwards 

392 

Discount  Account  (balance)  . . 

91 

Salaries 

1.595 

Office  Expenses           

124 

Insurance 

94 

Advertising 

162 

Bad  Debts 

198 

Apprentices'  Premiums 

200 

Sundry  Debtors           

4,860 

Manufacturing  Wages 

2,361 

Sundry  Creditors        

6,465 

£44,6r8 

£44,618 

=>»» 

You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  31st  December  1914,  and  a  Balance  Sheet  as  on 
that  date. 

Before  preparing  these  accounts,  the  following  adjustments  are 
necessary  : — 

(i)  5  per  cent.  Depreciation  is  to  be  written  off  the  Plant  and 
Machinery. 

(2)  £120  Depreciation  is  to  be  written  off  the  Fixtures  and  Fittings. 

(3)  An  amount  equal  to  5  per  cent,  on  the  Sundry  Debtors  is  to  be 
reserved  for  Bad  and   Doubtful  Debts. 

(4)  £75  of  the  amount  received  for  Apprentices'  Premiums  is  to  be 
carried  forward  to  next  year. 

(5)  Interest  at  the  rate  of  5  per  cent,  is  to  be  allowed  on  the  Partners' 
Capital.     No  interest  is  to  be  charged  on  Drawings. 

(6)  The  Stock  in  hand,  as  on  31st  December  1914,  was  valued  at 
;^4.78i. 
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FINAL  EXAMINATION. 

Saturday,   5th  June  1915. 
Time  Allowed,   2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


1.  Drouhin's,  Ltd.,  purchased  the  lease  of  their  works  for  ^f  10,000 
on  1st  January  1914.  On  the  same  date  a  leasehold  redemption  policy 
was  taken  out,  in  order  to  recoup  the  expenditure  upon  the  expiration 
of  the  lease.  How  would  you  deal  with  the  annual  premiums  in  the 
company's  books  ?  Show,  by  means  of  pro  formd  entries,  how  you 
would  adjust  the  accounts  upon  the  maturity  of  the  policy. 

2.  The  Golden  Gate  Mining  Co.,  Ltd.,  was  registered  on  ist  January- 
1914  with  a  nominal  capital  of  ;^i50,ooo  to  acquire  the  Suzanne  Copper 
Mining  Claim  from  Explorations,  Ltd.  The  purchase  price  of  the 
claim  was  agreed  at  ^£50,000,  payable  as  follows  : — 


Cash 

..    £10,000 

Ordinary  Shares 

30,000 

Debentures    . . 

10,000 

The  company  offered  100,000  Ordinary  Shares  of  £1  each  for  public 
subscription  on  3rd  January  1914  at  a  premium  of  5s.  per  share,  payable 
as  to  7s.  6d.  per  share  (including  the  premium  of  5s.)  on  application, 
5s.  per  share  on  allotment,  and  the  balance  on  15th  February. 

On  loth  January  the  Directors  went  to  allotment  upon  applications 
for  85,650  shares,  all  of  which  were  allotted,  and  the  allotment  moneys 
duly  paid  on  or  before  ist  February  1914.  The  final  call  was  also 
duly  paid  with  the  exception  of  the  amount  due  upon  a  holding  of 
500  shares.  The  agreement  with  Explorations,  Ltd.,  was  carried  out 
on  25th  January. 

Give  the  entries  necessary  to  record  these  transactions,  and  show  how 
they  would  appear  in  the  company's  Balance  Sheet. 

3.  Under  the  powers  contained  in  the  Trading  with  the  Enemy 
Amendment  Act,  1914,  you  are  appointed  Supervisor  of  an  enemy- 
owned  limited  company,  registered  in  this  country.  You  are  particu- 
larly instructed  to  prevent : — 

(a)  Remittances  to  enemies. 

(6)  Dealings  in  the  company's  shares  by  enemies. 

(c)  Trading  with  enemies. 
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What  steps  should  you  take  to  give  effect  to  your  instructions,  and 
upon  what  books,  records,  or  documents  should  you  keep  particular 
watch  ? 

4.  Keller  and  Teplitz,  Ltd.,  was  registered  in  December  1912  with 
a  nominal  capital  of  ^200,000,  divided  into  100,000  5  per  cent.  Prefer- 
ence Shares  of  £1  each  and  100,000  Ordinary  Shares  of  £1  each.  All 
the  shares  were  issued  and  fully  called  up.  In  July  1914  100  4^  per 
cent.  Debentures  of  ;^ioo  were  issued  and  fully  subscribed. 

In  addition  to  the  accounts  representing  the  above  transactions, 
the  following  balances  appeared  in  the  company's  books  as  on  31st 
December  1914  : — 


Balances,    31st   December    1914. 


i 

s    d 

Freehold  Works  (31st  December  1913) 

.    122,763 

0    0 

Additions  during  the  year    . . 

21,000 

0    0 

Plant  and  Machinery- 

22,800 

0    0 

Calls  in  Arrear  Ordinary  Shares 

500 

0    0 

Income  from  Investments  (net^ 

221 

0    0 

Stock  (31st  December  1913) 

8,781 

0    0 

Purchases 

16,924 

0    0 

,,          Returns     . . 

824 

0    0 

Sales 

41,961 

0    0 

„     Returns 

340 

0    0 

Goodwill  Account 

25,000 

0    0 

Reserve  Fund  . . 

10,000 

0    0 

Bills  Payable 

872 

0    0 

Wages    . . 

7,980 

0    0 

Cash  at  Bank 

3,017 

0    0 

,,     in  hand   . . 

104 

0    0 

Bills  Receivable 

324 

0    0 

Patents  Account 

12,000 

0    0 

Investments  (Reserve  Fund; 

9,980 

0    0 

Sundry  Debtors 

10,840 

0    0 

Directors'  Fees 

500 

0    0 

Transfer  Fees 

121 

0    0 

Factory  Expenses 

981 

0    0 

Carriage  Inwards        

1,089 

0    0 

„        Outwards 

558 

0    0 

Salaries  and  Office  Expenses 

2,054 

0    0 

Rates,  Taxes,  and  Insurance 

505 

0    0 

Sundry  Creditors 

1,121 

0    0 

Reserve  for  Bad  Debts  (31st  December  1913) 

430 

0    0 

Profit  and  Loss  Account  (Cr.  Balance  as  on  31st  December 

1913)          14,386 

0    0 

Preference  and  Ordinary  Dividends  paid  during  the  year  •  11,896 

0    0 

You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  31st  December  1914,  and  a  Balance  Sheet  as  on  that 
date. 
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Before  preparing  these  accounts,   the  following  adjustments  are 
necessary  : — 

(1)  Dividends  and  interest  on  investments  accrued  due  to  31st 
December  1914,  but  not  received,  amounted  to  £1^2,. 

(2)  All  income  Irom  investments  is  to  be  added  to  the  Reserve  Fund. 

{3)  The  following  depreciations  are  to  be  written  off  : — 

Plant   and    Machinery,    10    per   cent. 
Patents,  20  per  cent. 

(4)  The  Reserve  for  Bad  and  Doubtful  Debts  is  to  be  increased  to 
an  amount  equal  to  5  per  cent,  on  the  Sundry  Debtors. 

(5)  ;^i.500  is  to  be  transferred  from  Wages  to  Freehold  Works 
Account,  as  representing  the  cost  of  men's  time  employed  in 
additions  to  work. 

(6)  A  half-year's  debenture  interest  was  due  on  31st  December 
1914,  and  was  paid  on  ist  January  1915. 

(7)  The  Stock  in  hand  as  on  31st  December  1914  was  valued  at 
£9.710. 
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INTERMEDIATE    EXAMINATION. 


Saturday,  4th  December  1915. 
Time  Allowed,   2  hours. 


BOOKKEEPING   AND  ACCOUNTS. 


1.  What  are  Departmental  Accounts  ?  What  advantages  are  to 
be  derived  from  such  accounts  ?  Give  pro  forma  Trading  and  Profit 
and  Loss  Accounts  of  a  business  divided  into  three  departments,  and 
state  how  you  have  allocated  the  indirect  expenses  of  the  business  as 
between    the    various    departments. 

2.  Explain  the  following  classes  of  shares  : — (i)  Ordinary,  (2) 
Cumulative  Preference,  (3)  Deferred  Ordinary,  (4)  Management, 
(5)  Founders'. 

3.  Malmaison,  Ltd.,  issued  ;^ioo,ooo  5  per  cent.  Debentures,  in 
bonds  of  ;^Joo  each  on  ist  January  1915.  The  debentures  were  issued 
at  a  premium  of  5  per  cent.,  and  were  payable  as  to  20  per  cent,  on 
application,  as  to  30  per  cent,  (including  the  premium  of  5  per  cent.) 
on  allotment  (loth  January),  and  the  balance  on  25th  January. 
Applications  for  1,035  bonds  were  received. 

Give  the  entries  necessary  to  record  the  issue  and  show  how  the 
above  transactions  would  appear  in  the  Balance  Sheet  of  the  company. 

4.  George  Dickson,  Ltd.,  was  registered  in  1912,  with  a  nominal 
capital  of  ^^150,000,  in  150,000  shares  of  /i  each.  100,000  of  these 
shares  were  issued  and  were  fully  subscribed  and  paid  up. 

The  following  Trial  Balance  was  extracted  from  the  books  of  the 
company  as  on  31st  December  191 4  :■ — 
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Trial  Balancb,    31st   December   1914. 


i 

i 

Share  CapiUI   . . 

100,000 

Stock  (31st  December  19 

i3»^ 

Raw  Materials     . . 

•  £3.58s 

Finished  Goods 

•    7,4ao 

Stores 

•       905 

11,907 

Purchases 

3a.748 

Coal  and  Coke 

3|2IO 

Rent,  Rates  and  Taxes 

3,891 

Machinery  Repairs 

500 

Factor>'  Wages 

14,741 

Ofl&ce  Salaries  . . 

2,860 

Insurances 

541 

Sales 

78,56a 

Plant  and  Machinery. . 

36,400 

Returns,  Outwards 

1,104 

„       Inwards 

321 

Discount  Accoiut  (Balance) 

172 

Sundry  Debtors 

. . 

21,160 

„       Creditors 

9,979 

Office  Expenses 

321  • 

Leasehold  Works 

56,800 

Travelling  Expenses    . . 

1,592 

Exhibition  Exjjenses  . . 

951 

Bad  Debts 

464 

Bad  Debt  Reserve  (31st 

December  1913). 

500 

Bills  Payable    . . 

963 

Profit  and  Loss  Account 

Balance  (31st  E)ecemler 

1913) 

4,952 

Interim  Dividend  paid,  2nd  July  1914 

5,000 

Carriage  Inwards 

951 

,,        Outwards 

604 

Rents  Received 

1,126 

Cash  in  Hand  . . 

12 

„     at  Bank  . . 

7,040 

£197,186 

£197,186 

You  are  required  to  prepare  Manufacturing  and  Profit  and  Loss 
Accounts  for  the  year  ended  31st  December  1914,  and  a  Balance  Sheet 
as  on  that  date. 

Before  preparing  these  accounts,  the  following  adjustments  are 
necessary  : — 

(i)  Write   10  per  cent,  depreciation  off  the  Machinery  and  Plant 
Account.     Write  ;^i,2oo  off  the  Leasehold  Works  Account. 

(2)  The  stock  on  31st  December  1914  was  valued  as  follows  : — Raw 
Materials,  ;£3,242,  Finished  Goods.  ;^8,62i,  and  Stores,  ;^898. 

(3)  Directors'  Fees,  ^^1,250,  and  Salaries,  ;^2oo,  were  outstanding  as 
on  31st  December  1914. 

(4)  Insurance  prepaid  amounted  to  ;£i2o. 

(5)  The  reserve  for  Bad  Debts  is  to  be  increased  to  an  amount 
equivalent  to  5  per  cent,  on  the  Sundry  Debtors. 
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FINAL  EXAMINATION. 

Saturday,  4th  December  191 5. 
Time   Allowed,   2  hours. 


BOOKKEEPING   AND   ACCOUNTS. 


I.   A.  and  B.  Blank  are  partners.     There  is  no  partnership  agreement. 

The  partnership  was  dissolved  as  on  31st  December  1914,  when  the 
Balance  Sheet  was  as  follows  : — 

Balance    Sheet,    31st    December    1914. 


i 

i 

Capital— 

GoodwiU 

..      2,500 

A.  Blank..         ..     • 

. .    10,000 

Freehold  Premises  . . 

. .    10,000 

B.  Blank 

5,000 

Sundry  Debtors 

. .      3,862 

Sundry  Creditor. 

..      3,714 

Stock 

2,480 

B?.iik  Overdraft 

1,000 

Cash  in  hand 

10 

„    at  Bank 

862 

£19.714 

£19,714 

• 

The  assets  were  realised  as  follows  : — 

Goodwill  ;^i,ooo ;  Freehold  Premises  ;^i2,5oo ;  Sundry  Debtors 
;^2,972 ;  Stock  ;^2,090.  Allowances  were  obtained  from  Creditors 
amounting  to  ;^27o.     The  expenses  of  the  dissolution  amounted  to 

Show  the  final  result  of  the  dissolution  and  the  amounts  pajrable  to 
the  partners. 

2.  Briefly  contrast  the  Double  and  Single  Account  systems  of 
presenting  accounts.  It  is  sometimes  stated  that  no  adjustments  of 
the  assets  shown  in  the  Capital  Account  of  a  Parliamentary  Company 
are  possible.     Criticise  this  statement. 
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4.  The  Source  d'Or  Rubber  Trust,  Ltd.,  was  registered  in  191 1  with 
a  capital  of  ;^2 50,000  in  250,000  Shares  of  £i  each.  The  whole  of  these 
shares  were  issued,  taken  up,  and  fully  paid,  with  the  exception  of  the 
calls  due  on  2,000  shares,  upon  which  ;^750  had  been  paid  upon  allot- 
ment and  which  were  subsequently  forfeited. 

In  1912  1,000  5  per  cent,  debentures  of  ;^50  each  were  issued  and 
duly  subscribed.  Apart  from  the  accounts  arising  out  of  the  transac- 
tions detailed  above,  the  following  were  the  Ledger  Balances  as  on 

31st  December  1914  : — 

Balances. 


Investments  (as  on  31st  December  1913) 

i 
314,312 

Furniture  and  Fixtures 

1,200 

Calls  paid  on  Investments  during  1914 

5,850 

Advances  against  Security 

10,000 

Preliminarj-  Expenses  Account    . . 

802 

Investments  sold  during  1914 

3,050 

Cash  in  hand           

28 

„     at  Bank          

1.897 

„            ,,        (unclaimed  Dividend  Account) 

50 

Salaries 

1,850 

Directors'  Fees 

1,800 

Rent 

550 

,    Unclaimed  Dividends 

50 

Reserve  Account 

5,000 

Loan  from  Bankers  secured  by  deposit  of  Conso 

Is         . .         . .          10,000 

Revenue  Account  credit  Balance  as  on  31st  1 

December  1913             8,221 

Law  Costs     . . 

232 

Advertising   . . 

79 

Rents  received  and  Fees  for  Secretarial  servic 

^        ..          ..               950 

Printing,  Postage,  and  Stationery 

156 

Audit  Fee   . .           

150 

Income  Tax              

609 

Interest  and  Di\'idends  received 

18,487 

Transfer  Fees 

16 

Trusteeship  Fees  received 

1,280 

Loss  on  S.ile  of  Investments 

248 

Underwriting  Commissions  received 

1,504 

Interim  dividend  paid  6th  July  1914     . . 

6,200 

Debenture  Interest             . .      '  . . 

2,500 

Sundry  Cred  tors 

1,205 

You  are  required  to  prepare  a  Revenue  Account  for  the  year  ended 
31st  December  1914  and  a  Balance  Sheet  as  on  that  date. 

Before  preparing  these  accounts  the  following  data  need  considera- 
tion : — 

(i)  There  was  a  contingent  liability  amounting  to  ;^io,8oo  for  uncalled 
capital  on  certain  investments  held. 

(2)  Interest  and  dividends  accrued  but  not  received  as  on  3i3t 
December  1914  amounted  to  £2,g^i.. 

(3)  Write  ;^2oo  off  the  Preliminary  Expenses  Account. 

(4)  Write  5  per  cent,  depreciation  off  the  Furniture  and  Fixtures 
Account. 

(5)  ;^2oo  Directors'  Fees  and  ;£i25  Office  Salaries  had  accrued,  as 
on  31st  December  1914,  but  had  not  been  passed  through  the 
books. 

(6)  Transfer  ;£5,ooo  to  the  Reserve  Fund. 
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INTERMEDIATE   EXAMINATION. 

Saturday,  3rcl   June  1916. 
Time  Allowed,  2  hours. 


BOOKKEEPING   AND    ACCOUNTS. 


t.  In  a  large  concern  there  are  ten  Sales  Ledgers  and  one  Bought 
Ledger,  in  addition  to  a  General  (i.e.  Private  and  Nominal  Ledger), 
each  under  the  control  of  a  different  clerk. 

The  General  Ledger  is  kept  by  the  .secretary,  who  wishes  to  be  able 
to  prepare  a  Balance  Sheet  each  month  without  reference  to  the  Trade 
Ledgers. 

Explain  by  means  of  pro  formd  examples  how  this  can  be  effected, 
and  state  briefly  the  system  to  be  adopted. 

2.  Give  a  list  of  the  books  which  must  be  kept  by  every  Limited 
Company  under  the  Companies  Acts,  1908-13,  and  give  forms  of 
an  Application  and  Allotments  Book,  and  Share  Ledger  with  three 
specimen  entries  in  each. 

3.  In  preparing  a  Trial  Balance  of  the  Universal  Shell  Filling  Co., 
Ltd.,  you  find  the  balance  on  the  Bills  Receivable  Account  made  up 
as  follows  : — 


1914  £ 

April  30    Von    Rite   &   Co.,    3   months'       1,000 
acceptance. 


s    d 


Dishonoured  2nd  August  1914. 
Expenses  ss.  6d. 


1915 
Ai>nl  14    Gunn  &  Shott,  6  months'  accept- 
ance. 


Dishonoured      i8th     October 
500    o    o  1915.    Firm  since  insolvmt. 

Dividend  of  5s.  in    £   esti- 
mated. 


Nov.    I    French,  Ltd.,  3  months'  accept- 
ance. 

400    0    0 

Discounted, 
19»5- 

i8tb    November 

Nov.  14    Shell  Assembling  Co.,  3  months' 
acceptance. 

1,200    0    0 

Do. 

do. 

The  Salonica  Discount  Co.  appear  as  creditors  for  ;^i,58o,  being 
amount  of  bills  discounted,  less  discount  charged. 
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How  should  these  items  be  dealt  with  in  the  Company's  books  ? 
State  how  they  would  appear  in  the  Balance  Sheet  at  31st  December 
1915- 

4.  Explain  the  difference  between  a  "  Receipts  and  Payments 
Account  "  and  "  Income  and  Expenditure  Account." 

5.  From  the  following  balances  from  the  books  of  the  A.  B.  C.  Co., 
Ltd.,  registered  with  a  nominal  capital  of  ;^5o,ooo,  divided  into  5,000 
Ordinary  Shares  of  ;^io  each  (fully  subscribed),  upon  which  i()  has  been 
called  up,  prepare  Trading  Account  and  Profit  and  I-oss  Account  for 
year  ending  31st  March  1916,  and  Balance  Sheet  at  that  date. 

i 

Calls  in  Arrear         . .          . .          . .          . .          . .          . .          . .  390 

Forfeited  Shares  Account  (10  Shares  on  which  £4  per  share  had 

been  paid)                         . .          . .                     . .          . .  40 

Creditors       . .         . .         . .         . .         . .         . .         . .         . .  11.750 

Bills  Payable            . .          . .          . .          . .          . .          . .          . .  2,500 

Packages  charged  to  Customers  . .          . .          . .          . .          . .  2,000 

Sales               . .          . .          . .          . .          . .          . .          . .          . .  62,900 

Freehold  Works       . .          . .          . .          . .          . .          . .          .  .  21,000 

Leasehold  Works     . .         . .         . .         . .         . .         . .         . .  5,250 

Fixed  Plant  and  Machinery         . .          . .          . .          . .          . .  6,000 

Trade  Marks             . .          . .          . .          . .         . .          . .          . .  6,000 

Stock,  3rst  March  r9i5     . .          . .          . .          . .          . .          . .  15,820 

Loose  Tools  . .          . .          . .          . .         . .          . .          . .          . .  1,000 

Materials  Purchased           . .          . .          . .         . .          . .          . .  16,830 

Wages            28,000 

Discounts  allowed,  less  received..          ..         ..          ..          ..  1,160 

Rent  and  Rates       . .          . .         . .         . .          . .          . .          . .  500 

Repairs  to  Plant  (including  additions,  £r,ooo)            . .          . .  1,330 

Debtors         . .         . .         . .         . .         . .         . .         . .         . .  14,630 

Carriage  and  Cartage         . .         . .         . .         . .         . .         . .  1,990 

Salaries          . .         . .         . .         . .         . .         . .         . .         . .  3,900 

Incidental  Expenses           . .         . .         . .         . .         . .         . .  680 

Bad  Debts 950 

Travelling  Expenses           . .         . .         . .         . .         . .         . .  1,420 

Coal  and  Coke         . .         . .         . .         . .         . .         . .         . .  800 

Directors'  Fees        . .         . .         . .         . .         . .         . .         . .  1,000 

Cash  in  hand           . .         . .         . .         . .         . .         . .         . .  80 

Bank  Overdraft       . .          . .          . .          . .          . .          . .          . .  4,640 

Provided  for — 

half-year's  Rent 200 

Wages  accrued  due                       . .                    . .         . .         . .  50 

Discounts  on  Debts  due  to  Company    . .      2}  per  cent,  (pounds  only). 
'     Depreciation  on  Fi.xed  Plant  and  Machinery  . .         . .  y\  per  cent. 

Bad  Debts 100 

Stock  31st  March  1916                 ..         ..         ..         ..         ..  16,000 
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FINAL  EXAMEVATION. 


Saturday,  3rd  Junk  1916. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


1.  A  company  is  engaged  on  Government  work,  the  contract  provid- 
ing for  payment  op  : — 

(i)  Materials  used. 

(2)  Direct  I-^bour. 

(3)  Shop  Charges. 

(4)  Establishment    Expenses     (percentage    calculated    on    labour, 
excluding  items  not  attributable  to  contract). 

(5)  Ten  per  cent,  profit,  subject  to  increase  if  total  cost  does  not 
exceed    a   certain    fixed    price. 

The  work  entails  several  processes,  and  the  materials  used  are  drawn 
from  stock  instead  of  purchased  especially  for  the  job.  Several  similar 
Government  contracts  are  passing  through  the  shops  at  the  same  time. 

Explain  with  skeleton  rulings  what  system  of  recording  the  labour 
spent  and  materials  used  you  would  recommend,  and  prepare  proformd 
statement  to  be  submitted  to  t^e  Government  Auditor,  who  visits 
the  factory  to  check  the  costs. 

2.  Explain  the  various  methods  of  writing  off  Depreciation.  Which 
method  would  you  adopt  in  the  case  of  a  company  with  plant  and 
machinery  valued  at  ^10,000  that  was  constantly  undergoing  altera- 
tions and  replacements  ?  Under  what  circumstances  would  you 
recommend  the  adoption  of  a  machine  hour  rate  ? 

3.  Two  companies,  A.  and  B.,  decide  to  amalgamate,  and  to  form 
a  new  company  called  A.  B.,  Ltd.,  with  a  nominal  capital  of  ;^350,ooo 
in  £1  shares,  to  take  over  their  respective  businesses. 

The  scheme  provides  that  the  new  company  shall  take  over  the 
assets  at  a  valuation,  pay  three  years'  purchase  for  goodwill  b&sed 
on  the  profits  of  the  last  five  years,  and  take  over  the  liabilities  of  each 
company  in  part  payment  of  the  purchase  price,  shares  being  allotted 
for  the  balance. 
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The  Balance  Sheets  of  the  two  companies  were  as  follows  : — 
A.  Company — Balance  Sheet,  31st  March  1916. 


LiabiliHis. 

Assets. 

£ 

£ 

Paid-up  Capital — 

Freehold  Works  . . 

20,000 

5,000  Shares  of  £10  each 

50,000 

Plant  and  Machinery     . . 

30,000 

Bank  Overdraft 

10,000 

Sundry  Debtors  (less  Provision 

Sundry  Creditors    . . 

15,000 

£1,000) 

25,000 

Reserve  Fund         

20,000 

Stock         

20,000 

Profit  and  Loss  Account . . 

5,000 
£100,000 

Consignments 

5,000 

£100,000 

(On  Valuation  the  Works  were  valued  at  ^25,000  ;  Plant,  &c.,  £2j,ooo  : 
Book  Debts,  ;^24,ooo  ;  Stock,  ;^24,ooo  ;  and  Consignments,  ;^2,ooo.) 

B.  Company — Balance  Sheet,  31st  March  1916. 


Liabilities. 

Assets. 

£ 

£ 

Paid-up  Capital — 

Leasehold  Works. . 

10,000 

75,000  Shares  of  £i  each     . 

75,000 

Plant  and  Machinery     . . 

25,000 

Debentures 

1 0,000 

Sundry  Debtors    .  . 

25,000 

Sundry  Creditors    . . 

10,000 

Stock         

15,000 

Reserve  Fund         

4,000 

Goodwill    . .     '    . . 

25,000 

Profit  and  Loss  Account .  . 

1,000 

£100,000 

£100,000 

A. 

B. 

£4,000 

£6,000 

7,000 

9,000 

6,000 

8,000 

5,000 

1,000 

8,000 

6,000 

(The  Works  were  valued  at  ;^i2,ooo  ;  Plant,  ;^2o,ooo  ;  Debtors, 
^22,000 ;    and   Stock,  ^14,000.) 

The  profits  of  the  two  companies  were  as  follows  : — 

1912 
1913 
1914 
1915 
1916 

Prepare  Opening  Balance  Sheet  of  new  company,  and  give  Journal 
entry  showing  Allotment  of  Shares. 

4.  Do  you  consider  that  a  Reserve  Fund  should  be  represented  by 
specific  ear-marked  assets  ?     Give  reasons. 

5.  Messrs.  Brick  &  Mortar,  Ltd.,  are  builders  and  contractors,  and 
at  the  31st  December  1915  are  engaged  on  a  large  contract  for  the 
erection  of  the  "  Entente  Hotel,"  at  a  contract  price  of  ;^i5c,ooo. 

The  contract  was  commenced  ort  the  ist  March  1915,  and  at  the 
31st  December  1915  the  following  balances  relating  to  the  contract 
stood  in  the  books  : — 
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"Entente  Hotel"  Contract. 


Dr. 

Plant  and  Machinery 

£5,000 

Purchases          

30,000 

Wages  and  Salaries 

45,000 

Sundry  Expenses        

2,000 

Cash  received  on  account 

Cr. 


£60,000 


80  per  cent,  of  the  amount  certified  had  been  paid  to  the  contractors. 
The  value  of  the  work  done  and  not  certified  was  ^^4,000. 

The  other  balance?  in  the  books  •were  as  follows  : — 

£  i 

Nominal  Capital — 

£100,000  divided  into  40,000  Preference  Shares 
of  £1  each  and  6,000  Ordinary  Shares  of  £10 
each. 
40,000  6  per  cent.  Preference  Shares  of  £1  each, 

fully  paid  40,000 

5,000  Ordinary  Shares  of  £10  each    . .         . .  50,000 

Calls  in  arrear  . .         . .         . .         . .         . .  1,000 

Freehold  Land  and  Buildings  20,000 

Fixed  Plant  and  Machinery..         ..         ..         ..  18,000 

Loose  Plant  and  Tools  in  Shops  and  on  sundry  jobs         25,000 
Stock,  ist  January  1915       . .         . .         . .         . .         20,000 

Fixtures,  Fittings,  &c.  1,500 

Purchases         . .         . .         . .         . .         . .         . .         18,000 

Wages    . .         . .         . .         . .         . .         . .         . .  15,000 

Carriage  and  Freight . .  . .         „.         . .         . .  1,000 

Coal  and  Coke. .         . .  . .         . .         . .  1,500 

Trade  Expenses  . .         . .         . .         . .         . .  800 

OflBce  Salaries 1,200 

Incidental  Expenses    . .         . .         . .         . .         . .  500 

Managing  Director      . .         . .         . .         . .         . .  1,000 

Do.  On  account  of  Bonus  on  Profits 

(5  per  cent,  iinder  contract  of 
service,  dated  ist  January 
1914,  for  5  years) 


Sales  and  Work 
Directors'  Fees 

Trade  Debtors  

Trade  Creditors  

Payments  on  Account  of  Contracts 
"  Entente  Hotel  "  Company  Contract 

Reserve  Fund 

Profit  and  Loss  Account 


500 
26,000 


82,000 


16,000 

300 

60,000 

20,000 

4,000 


£233,200     £233,200 


The  Stock-in-Trade  (other  than  on  the  "  Entente  Hotel  "  Contract 
at  the  31st  December  1915)  wa.s  ;^i8,50o. 

Write  off  for  Depreciation — 

Fixed  Plant  and  Machinery 7 J  per  cent. 

Loose  Plant  and  Machinery  (at  Works  and  on  job)  . .  10  „ 

Fixtures  and  Fittings S  „ 

Provide  for  Bad  Debts] 3  „ 

The  directors  also  decide  only  to  credit  to  Profit  and  Loss  Account 
half  the  book  profit  on  the  Hote^  Contract. 

Prepare  Trading  Account  and  Profit  and   Ix)ss  Account  for  year 
endmg  31st  December  1915,  and  Balance  Sheet  at  that  date. 
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FINAL  EXAMINATION. 


Saturday,  2nd  December  1916. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


1.  State  how  you  would  deal  with  the  following  items  in  the  books 
of  the  A.  B.  Manufacturing  Co.,  Ltd.,  when  preparing  the  annual 
Balance  Sheet  at  the  30th  June  1916  : — 

(o)  20  h.p.  gas  engine,  standing  in  the  books  at  £&o,  sold  30th 
September  1915  for  £^0.  New  30  h.p.  gas  engine,  purchased  for 
;^I20  on  1st  August  1915.  Co.'it  of  erection,  ;^2o.  (Depreciation, 
j\  per  cent,  per  annxim.) 

(6)  New  shops  and  plant,  erected  at  a  cost  of  ;^2o,ooo  for  special 
munition  work.  The  Government  contributed  60  per  cent,  of 
the  cost  At  the  end  of  the  war,  by  the  expenditure  of  a  further 
;^5,ooo,  the  buildings  and  plant  can  be  used  for  a  new  branch  of 
the  business  it  is  intended  to  develop,  the  pre-war  cost  of  the 
converted  buildings  and  plant  being  estimated  at  ;^i8,ooo. 

ic)  ;^2,ooo  spent  on  electros  and  printing  proofs  of  a  new  catalogue 
in  Russian,  Italian,  and  Spanish  for  issue  after  the  war. 

(<i)  Plant  costing  ;^io,ooo.  Pre-war  price,  £7,500.  Residual  value, 
ID  per  cent.     Estimated  life,  10  years. 

2.  To  what  extent  and  under  what  circumstances  do  you  consider 
mechanical  ofi&ce  appliances  of  advantage  from  the  accounting  stand- 
point to  a  large  manufacturing  company.  Give  examples  of  the  use 
of  any  three  of  the  following  to  illustrate  your  reply  : — 

(a)  Time-clock  Recorders. 

(6)  Burrough's  Adding  Machine. 

(c)  Comptometer. 

(d)  Addressograph. 

(e)  Hollerith  Tabulating  Machine. 

3.  Pooley  &  Bright  entered  into  a  joint  venture  to  purchase  and 
issue  to  the  pubUc  ;^2oo,ooo  debentures  of  the  Air  Commercial  Transit 
Co.,  Ltd.,  sharing  profits  and  losses  equally. 
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The  debentures  were  issued  at  5  per  cent,  premium,  and  75  per  cent, 
of  the  total  issue  was  subscribed. 

Pooley  arranged  to  take  over  four-fifths  of  the  balance  at  a  discount 
of  4  per  cent.,  and  subsequently  he  sold  these  debentures  at  105. 

Bright  took  the  remaining  one-fifth  at  a  discount  of  2  per  cent., 
and  disposed  of  them  at  102. 

The  cost  of  printing  and  advertising  the  prospectus,  and  brokers' 
commission   was  ;£5,ooo. 

Raise  accounts  showing  the  profits  earned  by  each. 

4.  The  Hathersage  Colliery  Co.,  Ltd.,  agrees  to  buy  ten  wagons  from 
the  Bamford  Wagon  Finance  Co.,  Ltd  .  on  a  hire-purchase  agreement, 
dated  ist  January  1916,  the  pajmients  extending  over  a  period  of  three 
years  with  half-yearly  payments. 

The  cash  price  of  the  wagons  is  ;^5o  each,  and  the  half-yearly  instal- 
ments £g  is.  6d.  each,  the  first  payment  being  made  on  the  30th  June 
1916. 

The  estimated  value  of  the  wagons  at  the  expiration  of  the  agree- 
ment is  £^6  each. 

Raise  accounts  in  the  books  of  the  hirer  recording  this  transaction. 
(Ignore  income-tax.) 

5.  The  Potters  Bar  Manufacturing  Cc.,  Ltd.,  has  a  share  capital 
of  ;^i 00,000,  divided  into  10,000  shares  of  ;^io  each.  7,500  shares  have 
been  issued  and  paid  up.  At  its  factory  it  manufactures  goods  for 
sale  at  its  two  branches  in  London  and  Glasgow,  which  deal  in  the 
company's  products  exclusively. 

From  the  following  Trial  Balances  at  the  30th  September  1916, 
extracted  from  the  Head  Office  books,  and  as  furnished  by  the  branches, 
prepare  Trading  Account  and  Balance  Sheet  (ignoring  shillings  and 
pence). 

The  stocks  at  30th  June  1916  were  as  follows  : — 

Factory  £9.5«> 

London  Branch  4>5oo 

Glasgow  Branch  i>90o 

Provide  depreciation  : — 

Factory,  Plant,  and  Machinery,  10  per  cent. 

Branch  Fixtures  and  Fittings,  5  per  cent. 

Reserve  5  per  cent,  for  Bad  Debts  and  2j  per  cent,  for  Discounts. 
Provide  for  Income  Tax  at  4s.  in  £,  treating  the  profits  for  the  year 
as  the  same  as  the  average  for  assessment. 
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The  Potters  Bar  Manufacturing  Co.,    Ltd. 
Trial  Balance,  30th  September  igi6. 


London 

Glasgow 

Head  Office. 

Factory. 

Branch. 

Branch. 

Dr. 

i 

£ 

£ 

£ 

Freehold  Premises — 

Factory         

50,000 

London 

10,000 

Glasgow 

10,000 

Goodwill 

30,000 

Plant  and  Machinery — 

Factory 

7,650 

Fixtures,  Furniture,  &c. — 

Head  Office 

500 

Factory         

500 

London 

2,000 

Glasgow         

1,500 

Bank          

6,790 

Cash  in  hand 

16 

135 

89 

58 

Stock,  ist  October  1915 

10,216 

3.218 

2,190 

Purchases 

76,516 

Wages 

41,316 

Factory  Manager 

r.ooo 

Salaries  and  Wages 

3,516 

3,023 

Carriage  to  Branches 

2,517 

Rates  and  Insurance 

316 

569 

452 

Salaries  and  Office  Expenses    . . 

3.519 

Sundry  Expenses 

517 

3,017 

1,869 

Goods  from  Factor\' 

75,267 

45,350 

Bad  Debts            . .' 

679 

1,029 

Debtors 

9,620 

5,730 

Factory,  Current  Account 

2,333 

Glasgow  Branch  . . 

3,672 

Head  Office,  Current  Account  . . 

4,914 

Directors'  Fees     . . 

1,500 

Auditors'  Fees 

105 

Debenture  Interest          

2,000 

£132,085 

£132,533 

£100,889 

£59.700 

— 

London 

Glasgow 

Head  Officr. 

Factory. 

Branch. 

Branch. 

Cr. 

£ 

£ 

£ 

£ 

Share  Capital 

75,000 

Debentures,  4  per  cent. 

50,000 

Creditors  (including  Income  Tax  deduct 

edfrom 

Debenture  Interest) 

1,550 

9.583 

174 

358 

Goods  to  London  Branch 

75,267 

„        Glasgow  Branch 

45,350 

Sales          

100,715 

55,670 

Profit  and  Loss  Accoimt  (Balance,  1st 

October 

1916) 

62t 

Head  Office  (Current  Account) 

2,333 

3.672 

London  Branch  (Current  Account)     . 

4,914 

£132,085 

£132,533 

£100,889 

£50,700 

,  - 

■^~= 

Note. — ^The  Directon  are  entitled  to  a  commission  of  5  per  cent,  on  the  net  Trading  Profit. 
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INTERMEDIATE    EXAMINATION. 


Saturday,  2nd  December  1916. 
Time  Allowed,   2   hourt. 


BOOKKEEPING    AND    ACCOUNTS. 


1.  Explain  briefly  the  following  terms  : — 

(a)  Single  Entry. 

(b)  Double  Account  System. 

(c)  Reserve. 

(d)  Reserve  Fund, 
(c)  Trial  Balance. 
{f)  Balance  Sheet. 

2.  A  merchant  has  his  entire  stock  destroyed  by  fire,  but  was  fully 
covered  by  insurance. 

The  policy  provided  that  in  estimating  the  value  of  the  stock  in  case 
of  loss,  the  average  gross  profit  of  the  three  preceding  years  should  be 
taken. 

From  the  following  figures  prepare  Statement  of  Claim  : — 

£     s  d 
Stock,  ist  January  1916           . .         . .        1,047    7  3 
Purchases  (less  Returns)  to  30th  Sep- 
tember 1916,  the  date  of  fire  . .         . .      10,241     7  6 
Sales  (less  Returns)  to  30th  September 

1916 12,063  10  o 

The  gross  profit  earned  for  the  three  preceding  years  was  as  follows  : — 

1913  . .    . .        . .  20"48  per  cent. 

1914 18-42   „ 

I915 21*40     „ 

Show  also  what  percentage  the  estimated  gross  profit  is  to  cost. 

3.  How  would  you  deal  in  the  Balance  Sheet  of  a  public  company 
with  the    following  items  : — 

(a)  Unclaimed  Dividends. 

(fc)  One  hundred  shares  cf  ;^i  each,  forfeited  for  non-payment  of  a 
final  call  of  25  per  cent. 

{c)  Premium  on  i.5sue  of  Preference  Shares. 

(d)  Debentures  redeemed  by  purchase  on  the  open  market  at  5  per 
cent,  below  par. 

4.  Does  the  fact  that  books  balance  exactly  indicate  their  absolute 
correctness  ? 
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Give  your  views  on  the  following  items,  which  appear  as  balances 
in  the  books  of  a  company  : — 

(a)  Ddtit  Balances —  £    s    d 

(i)  John  Jones  &  &3.,  Ltd. — Cash  paid  in  full  settlement  . .  . .  . .  185    o    o 

(2)  William  Brown — Remittance  and  discount  £2  2S.  id.  . .  . .  . .  45     o    o 

]$)  Great  Western  Railway— Cash          ..          ..          ..  .  ..  ..  890 

(b)  Credit  Balances— 

(i)  A  Merchant — Cash        . .  . .  . .  . .  . .  . .  . .  . .     76     4     2 

(2)  L.  N.  &  W.  Railway — Cash  in  settlement..         ..         ..         ..         . .     15    o    o 

(3)  Broke,  Gonne  &  Co. — Final  Dividend         . .  . .  . .  . .  . .       o  18     4 

5.  The  Somme  Engineering  Co.,  Ltd.,  was  floated  on  the  30th 
June  1915  with  a  nominal  capital  of  ;^50,ooo,  of  which  40,000  shares 
of  £1  each  were  issued,  and  15s.  per  share  called  up. 

The  company  took  over  an  established  business  as  from  the  ist 
July  1915,  paying  ;^3o,ooo  in  cash  and  ;^io,ooo  in  6  per  cent,  debentures, 
the  interest  on  which  was  payable  half-yearly  on  31st  December  and 
30th  June. 

The  stock  at  30th  June  1916  was  valued  at  ;^i2,850.  The  following 
adjustments  {inier  alia)  were  necessary  before  closing  the  books  : — 

(i)  Depreciation  to  be  written  off  plant  and  machinery  at  the  rate 
of  10  per  cent,  per  annum,  and  off  patents  at  20  per  cent,  per 
annum. 

(2)  Five  per  cent,  prevision  for  Bad  and  Doubtful  Debts. 

{3)  Provision  for  Income  Tax  (3s.  6d.  in  £)  (nothing  yet  paid). 

Prepare  Trading  Account,  Profit  and  Loss  Account,  and  Balance 
Sheet  at  30th  June  1916. 

The  Ledger  balances  (other  than  those  mentioned  above)  were  as 
follows  : — 

Patents  Account 

Cash  in  Bank  (Current  Account) 

„       hand     . . 
Sundry  Creditors 

„       Debtors 
Plant  and  .Machinery 
Loan  on  Mortgage  at  4  i^r  cent. 
Freehold  Buildings  (Schedule  A  Assessment  ^1,200) 
Stock  (ist  July  1915) 
Manufacturing  Wages 
Salaries  . . 
Carriage.. 

Rates  and  Insurance 
Sales 

Trade  Expenses 
Repairs  Account 
Rents  Received 
Purchases 
Interest  on  Mortgage  at  4  per  cent. 

,,  Debentures 

Audit  Fee 
Bad  Debts 

Bank  Interest  and  Charges 
.\dditions  to  Buildings  during  year 

Dogger  Bank,  Ltd.  (Overdraft)       

Bad  Debt  Reserve  (ist  July  1915) 

Reserve  for  loss  on  Contract  in  Dispute,  ist  July  1915 

Amount  paid  in  settlement  of  Contract  in  Dispute 


£ 

s 

900 

0 

600 

0 

20 

0 

4,095 

0 

7,240 

0 

12,480 

0 

9,000 

0 

24,000 

0 

17,200 

0 

22,100 

0 

2,400 

0 

560 

0 

25 

2 

121,580 

0 

721 

0 

240 

0 

374 

0 

84,604 

0 

148 

10 

247 

10 

75 

0 

362 

0 

138 

0 

3.840 

0 

4,200 

0 

379 

0 

18,500 

0 

J  0,000 

0 
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INTERMEDIATE    EXAMINATION. 


Saturday,  intl   June  1917. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


Not  more  than  four  questions  to  be  attempted,  of  which  No.  5  must  be  one. 


1.  You  are  not  satisfied  with  the  Bank  Charges  against  your  com- 
pany (commission  being  calculated  on  turnover),  nor  with  the  interest 
allowed. 

Sometimes  the  account  is  overdrawn,   but  usually  it  is  in  credit 
Explain  with  pro  forma  example  how  you  would  check  the  account. 

2.  Define  "  oncost,"  and  explain  how  it  should  be  calculated. 

3.  The  X.  Y.  Z.  Co.  issues  further  capital,  and  A.  applies  for  1,000 
shares  of  £1  each  payable  : — 

5s.  on  application  (lists  close  31st  March  191 7). 

5s.  on  allotment  (allotment  letter  dated  2nd  April  1917). 

los.  on   1st  May  1917- 

A.  fails  to  pay  the  call,  and  on  the  15th  June  191 7  the  shares  are 
forfeited,  being  subsequently  issued  on  ist  September  to  S.  MacGregor 
at  15s.,  fully  paid. 

Show  the  entries  in  the  following  books  recording  these  trans- 
actions : — 

(a)  Minute  Book. 

(b)  Register  of  Members. 

(c)  Private  Ledger. 

(d)  Balance  Sheet,  30th  June  1917- 

4.  The  Dorset  Trading  Co.,  Ltd.,  makes  a  large  number  of  purchases 
each  month  from  three  or  four  hundred  different  firms,  all  of  which 
are  paid  on  the  20th  of  the  following  month.  To  record  the  transac- 
tions in  the  ordinary  way  through  the  Purchase  Journal  and  Ledger 
would  involve  considerable  clerical  work,  but  an  analysis  of  the 
purchases  is  necessary  for  costing  purposes. 

What  method  would  you  recommend  ? 

Give  rulings  and  pro  forma  examples. 
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5.  The  following    are  the   Ledger  Balances  of  A.   B.   C,   Ltd.  on 
31st  December  1916  : — 

The  nominal  capital  of  the  company  is  ;^io,ooo  in  10,000  shares  of 
£1    each.     Issued    capital,    ;^8,ooo. 


£ 

s 

Paid  up  Capital 

7,069 

0 

Sundry  Debtors 

13,002 

0 

Furniture,  Fixtures,  &c. 

1,175 

0 

Travelling  Expenses    . . 

400 

0 

Telephone,  £21  per  annum  due 

31st  July 

36 

0 

Stock 

1,400 

0 

Cash  in  hand   . . 

12 

0 

Bank  Overdraft,  secured  by  the 

issue  of  5  per  c 

ent.  First 

Mortgage  Debentures  for  £5 

,000 

5,561 

0 

Carriage 

171 

0 

Rent 

160 

0 

Salaries 

935 

0 

Purchases 

..      53,691 

0 

Bills  payable    . . 

746 

0 

Discounts  allowed 

120 

0 

,,        received 

no 

0 

Stationery  and  Printing 

43 

0 

Bank  Interest  and  Charges  . 

429 

0 

Sales 

.  •      57,647 

0 

Sundry  Creditors 

12,113 

0 

Commission       . .          . . 

420 

0 

Bills  Receivable 

1,709 

0 

Bad  Debts  written  ofi 

162 

0 

A.  B.  (Director),  Drawing  Account 

704 

0 

B.  C.         do.                        do. 

812 

0 

General  Expenses 

1,131 

0 

Plant  and  Machinery.. 

6,734 

0 

You  are  required  to  prepare  the  company's  Profit  and  Loss  Account 
for  the  year  ending  31st  December  1916,  and  their  Balance  Sheet  as 
at  that  date  after  making  the  undermentioned  provisions  : — 

Provide  5  per  cent,  for  Doubtful  Debts  and  2  J  per  cent,  for  discounts 
on  debts  due  to  company.  Write  10  per  cent,  off  Plant  and  Machinery 
and  7i  per  cent,  from  Furniture,  Fixtures,  &c.  Allow  for  the 
unexpired  proportion  of  telephone. 

Stock  on  31st  December  1916,  ;^i,563. 

A.  B.  and  B.  C.  are  each  entitled  to  a  salary  of  ;^6oo  per  annum 
and  to  5  per  cent,  commission  on  profits  available  for  dividend. 

Provide  for  Income  Tax  at  5s.  in  the  £. 

(Ignore  shillings  and  pence.) 
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FINAL   EXAMINATION. 


Saturday,   2nd    June   191 7. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


Not  more  than  four  questions  to-be  attempted,  of  which  No.  5  must  be  one. 


1.  The  A.  B.  Co.  has  a  20  year  4^  per  cent.  Debenture  issue  of 
;^ioo,ooo  redeemable  in  1925  at  par.  At  the  31st  December  1916 
the  Redemption  Fund  stands  at  ;^40,ooo.  The  debentures  are  quoted 
on  the  market  at  90,  and  the  directors  decide  to  realise  the  investments 
representing  the  Reserve  Fund,  which  give  an  average  return  of  4  per 
cent,  and  use  the  proceeds  for  the  purchase  of  the  debentures.  The 
investments  are  sold  at  an  average  price  of  92  J,  and  ;^25,ooo  of  debentures 
are  purchased,  the  balance  being  invested  in  5  per  cent.  War  Stock  at 
95.     Raise  accounts  recording  these  transactions. 

2.  The  Firefly  Fuse  Co.,  Ltd.  (with  a  paid  up  capital  of  ;^i 0,000) 
obtains  from  the  Munitions  Corporation,  Ltd.,  an  advance  of  ;/;20,ooo 
at  5  per  cent,  interest  for  the  erection  of  new  works  and  plant  which 
cost  ^25,000,  the  balance  being  raised  by  the  issue  of  further  capital 
to  the  ordinary  shareholders. 

The  Firefly  Fuse  Co.  also  enter  into  a  contract  with  the  Munitions 
Corporation  for  the  supply  of  500,000  fuses  at  the  rate  of  25,000  per 
week  at  a  price  of  8s.  3d.  for  the  first  250,000  and  7s.  9d.  for  the  next 
250,000,  out  of  which  6d.  per  fuse  is  retained  for  payment  of  the  loan. 

During  construction,  management,  and  other  expenses  amount  to 
j^2,ooo,  and  the  contract  is  eventually  completed  in  nine  months  from 
the  date  of  first  delivery. 

The  cost  of  production  is  7s.  per  fuse  and  the  post-war  value  of  the 
works  is  estimated  at  ;^i  0,000. 

Raise  accounts  to  record  these  transactions  and  the  position  of  the 
company  on  the  completion  of  the  contract. 

3.  Set  out  in  the  form  of  instructions  what  procedure  you  would 
adopt  to  prevent  fraud  in  the  making  up  and  pajmient  of  wages  (both 
day  work  and  piece  work). 
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The  X.  Y.  Z.  Co.  proposes  to  enter  into  a  contract  with  the  A.  B. 
Engineering  Co.,  Ltd.,  for  100  lathes  on  a  "  time  and  line  "  basis. 

As  Secretary  of  the  Company  you  are  asked  to  advise  on  the 
terms  of  the  contract. 

Set  out  the  terms  you  would  suggest,  including  your  recommenda- 
tions as  to  oncost  and  profit,  and  outline  the  points  to  which  you  would 
direct  attention  if  called  upon  to  check  the  accounts.  Give  reasons 
for  the  opinions  you  express. 

5.  The  balances  standing  on  the  books  of  the  London  Trading  Co., 
Ltd.,  which  carries  on  business  in  London  and  Birmingham,  were  as 
under  : — 


(The  registered  capital  of  the  company  was  ;^2oo,ooo,  divided  into 
100,000  Ordinary  Shares  of  £1  each  and  100,000  6  per  cent.  Preference 
Shares  of  £1  each.) 


Purchases 

Sales 

Stock      

Share  Capital,  Ordinary 
,,  Preference 

Printing,  Stationery,  &c. 
Fixtures,  Fittings,  &c. 
Gas  and  Electricity    . . 
Goodwill,  Patents,  &c. 
Sundry  Debtors 
Cash  at  Bank  . . 
Directors'  Fees 
Profit  and  Loss  Account,  Credit  Balance 
Dividend  Account,  Ordinary 

,,  Preference 

Interest  received  (free  of  Income  Tax) 
Sundry  Creditors 
Bills  Payable    .. 
Reserve  Fund  . . 

Wages 

Carriage 

Salaries  . . 

Investments 

Cash  in  hand    . . 

Trade  Charges 

Income  Tax,  Credit  Balance 


London. 

£ 

150,000 

201,000 

32.500 

60,000 

65,000 

8,230 

7,600 

2,150 

21,000 

68,400 

8,000 

3,000 

410 

3,000 

1.950 

1,000 

30,000 

3,100 

20,000 

5,100 

1,200 

9,120 

60,000 

40 

5,001 

490 


Birmingham. 

i 

60,000 

76,000 

9,600 


821 
390 
215 


4,120 

450 


5,100 
2,300 

620 
210 

1,158 

15 
510 


You  are  requested  to  prepare  the  London  and  Birmingham  Trading 
Accounts,  the  Profit  and  Loss  Account  of  the  company  for  the  year 
1916,  and  the  Balance  Sheet  of  the  company  as  on  31st  December  1916, 
after  making  the  following  adjustments  : — 
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Insurances  paid  in  advance  (London)  ;^50  ;  Wages  accrued  (Birming- 
ham) lio  ;  Bad  Debts  (London)  ;^i,20o  ;  Bad  Debts  (Birmingham) 
;^i2i  ;  Salaries  accrued  (London) /30  ;  Rent  and  rates  accrued  (London) 
^^150  ;    Rent  and  rates  accrued  (Birmingham)  ;^55. 

London  is  to  be  allowed  ;^500  per  annum  for  clerical  work  done  on 
behalf  of  Birmingham.  Stock  on  31st  December  1916  :  London 
;^37,8oo,  Birmingham  ^^9,810. 

A  reserve  must  also  be  made  for  income-tax  (at  5s.  in  £)  and  for 
Excess  Profits  Duty  (treating  profits  of  previous  years  as  same).  The 
"  standard  '.'  may  be  taken  at  6  per  cent,  on  the  issued  capital. 

The  investments  include  ;^3o,ooo,  being  the  entire  capital  of  a 
subsidiary  company  (the  London  Primer  Co.,  Ltd.)  the  profits  of  which 
for  the  nine  months  ending  31st  December  1916  amount  to  ;^io,ooo. 
The  financial  year  of  the  subsidiary  company  ends  on  the  31st  March 
1917,  and  against  the  profits  are  chargeable  directors'  fees  ;^2,ooo 
per  annum  and  income-tax. 

(Ignore  shillings  and  pence.) 


APPENDIX   B.  l8l 


INTERMEDIATE   EXAMINATION. 


Saturday,  8th  December  1917. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


Not  more  than  three  questions  to  be  attempted,  of  which  No.  5  must  be  one. 


1.  The  directors  of  a  manufacturing  company  are  anxious  to  compare 
the  results  of  the  past  year  with  those  of  the  two  preceding  years. 

Submit  a  pro  forma  Manufacturing  Account,  which,  in  your  opinion, 
will  furnish  the  desired  information  in  the  most  convenient  form. 

2.  Soleil  d'Or,  Ltd.,  possessed  leasehold  works,  the  Ledger  Account 
for  which  stood  in  the  books  as  follows  : — 

Leasehold  Works. 


1916  £            1916 

fan.    I    To  Cost  of  Lease          . .  10,000  |  Dec.  31     By    Depreciation    trans 
5ec.  31       ,,  Additions      during 

year             . .         . .  1,400 

„            „  Repairs  during   year  378 


£11,778 


ferred  to  Profit  and 
Loss  Account        . .  500 

Balance  carried  down       11,278 


£11.778 


The  lease  was  dated  31st  December  1915,  and  was  for  15  years. 
The  lessees  were  liable  for  dilapidations. 

Do  you  approve  of  the  above  method  of  setting  out  the  company's 
position  in  regard  to  tliis  lease  ?     If  not,  how  should  you  amend  it  ? 

3.  Describe  the  uses  of  a  Tabular  Ledger.  Give  the  ruling  of  a 
Tabular  Ledger  suitable  to  the  needs  of  one  only  of  the  undermentioned 
undertakings  : — 

Gas  Company.     Water  Company.     Hotel. 

4.  The  Profit  and  Loss  Account  of  a  limited  company  showed  a 
credit  balance  of  ;^53,368  los.  8d. 

The  directors  of  the  company  decided  to  dispose  of  this  balance 
as  follows  : — 

(i)  To  transfer  ;^500  to  a  Forged  Transfers  Reserve  Account  and 
;^8,ooo  to  General  Reserve  Account,  raising  the  latter  to  ;^2o,ooo. 
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(2)  To  pay  the  half-year's  dividend  due  on  the  ;^i  50,000  6  per  cent. 
Preference  Shares. 

(3)  To  pay  a  dividend  of  8  per  cent,  on  the  ;^2 50,000  Ordinary  Shares 
free  of  tax. 

(4)  To  write  off  the  balance  of  the  debenture  issue  Expenses  Account 
which  stood  at  £^376. 

(5)  To  carry  forward  the  balance  to  next  year. 

Assume  that  these  proposals  were  confirmed  by  the  shareholders, 
and  give  the  entries  necessary  to  record  them  in  the  books  of  the 
company.     Assume  that  income-tax  was  5s.  in  the  £. 

5.  Dicksons,  Ltd.,  was  formed  in  1914  to  acquire  an  established 
manufacturing  business.  The  company  was  registered  with  a  nominal 
capital  of  100,000  shares  of  £i  each.  Of  this  capital  50,000  shares 
were  issued  and  fuUy  called  up. 

The  understated  Trial  Balance  was  extracted  from  the  books  of  the 
company  as  on  31st  December  1916. 

Trial  Balance,  31st  December  1916. 


Goodwill           

£ 

iS.ooo 

£ 

Share  Capital   . . 

50,000 

Calls  in  arrear. . 

100 

Freehold  Factory        

27,000 

Plant  and  Machinery 

6,400 

Interim  Dividend  paid  3rd  Augu=t  1916  . . 

1,250 

Sales 

63,812 

,,     Returns    . . 

1,184 

Purchases         

28,972 

„        Returns 

1,141 

5  per  cent.  Det>entures         

15,000 

Stock,  ist  January  19 16 

14.864 

Office  Furniture           

320 

Manufacturing  Wages            

19,964 

Factory  Power            

3.241 

Patents  Accounts 

2,000 

Sundry  Debtors 

4.838 

„      Creditors         

2,334 

Cash  in  hand    . . 

56 

„     at  Bank 

3.140 

Profit  and  Loss  Account  (Cr.  Balance  31st  December 

1915)  

2,896 

Preliminary  Expenses 

620 

Discount  Account 

94 

Carriage  Inwards 

978 

„       Outwards 

1,271 

Rates,  Taxes,  and  Insurance 

142 

Office   Salaries,  Directors'  Fees,  &c. 

821 

„      Expenses          

109 

Bad  Debt  Reserve  (31st  December  1915) 

500 

Transfer  Fees 

3 

Machinery  Repairs 

374 

Cost  of  Patterns         

2,200 

Debenture  Interest 

750 

£135,688 

£135.688 
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You  are  required  to  prepare  Manufacturing  and  Profit  and  Loss 
Accounts  for  the  year  ended  31st  December  1916,  and  a  Balance  Sheet 
as  on  that  date.  Before  preparing  these  accounts  the  following 
adjustments   are   necessary  : — 

(i)  50  per  cent,  of  the  Patterns  Account  is  to  be  charged  against  the 
cost  of  manufacture. 

(2)  The  stock  on  hand  on  31st  December  1916  was  valued  at  ;^I5,664. 

(3)  50  per  cent,  of  PreUminary  Expenses  Account  is  to  be  written  off. 

(4)  Unexpired  insurances  amounted  to  £ig  as  on  31st  December  1916. 

(5)  10  per  cent,  depreciation  is  to  be  written  off  the  Machinery  and 
Plant,  15  per  cent.  ofiE  the  Patents,  and  10  per  cent,  off  the  Office 
Furniture. 

(6)  The  Bad  Debt  Reserve  is  to  be  increased  to  ;^i,ooo. 
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FINAL   EXAMINATION. 


Saturday,  8th  December  191 7. 
Time  Allowed,  2  hours. 


BOOKKEEPING   AND   ACCOUNTS. 


Not  more  than  3  questions  to  be  attempted,  of  which  No.  5  must  be  one. 


1.  A  limited  company  obtained  a  loan  of  ;^i 5,000  from  its  bankers, 
and  deposited  200  of  the  company's  6  per  cent,  debentures  of  ;^ioo 
each  as  security. 

The  company  had  previously  made  a  public  issue  of  300  6  per  cent, 
debentures  at  98,  all  of  which  had  been  subscribed  and  paid  up. 

How  should  these  issues  be  stated  in  the  company's  Balance  Sheet  ? 

2.  How  should  you  deal  with  the  undermentioned  items  when 
preparing  the  annual  accounts  of  a  limited  company  ? 

(i)  ^586  being  sale  of  a  machine  purchased  two  years  previously  for 
;^i,ooo  (and  since  depreciated  at  10  per  cent,  on  the  diminishing 
balance)  replaced  by  new  machine,  for  which  ;^8oo  was  to  be  paid 
in  eight  half-yearly  instalments,  5  per  cent,  interest  being  charged 
half-yearly  on  the  balance  outstanding. 

(2)  1,000  shares  of  £1  each  fully  called,  upon  which  5s.  per  share  had 
been  paid,  had  been  forfeited,  and  subsequently  re-issued  for  a 
cash  payment  of  17s.  6d.  per  share. 

(3)  £1 ,000  paid  into  Court  in  respect  of  a  pending  action  for  damages, 
under  which  ;^5,ooo  was  claimed. 

(4)  ;^io,876,  representing  expenditure  upon  an  estate  situate  in  an 
enemy  colony,  and  now  derelict  owing  to  the  war. 

3.  Explain  the  meaning  of  the  following  items  extracted  from  the 
Balance  Sheet  of  a  bank  : — 

(a)  Rebate  on  bills  not  due  (liability  side). 
(6)  Money  on  short  notice  (assets  side). 

(c)  liabilities  of  customers  on  acceptances  as  per  contra  (assets  side). 

(d)  Liabihties  by  endorsement  on  foreign  bills  sold  (liabilities  side). 

4.  Mention  two  returns  of  a  financial  nature  which  limited  com- 
panies are  under  obligation  to  file  with  the  Registrar  of  Joint  Stock 
Companies. 
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Briefly  explain  the  information  contained  in  the  returns  you  select. 

5.  The  Marne  Manufacturing  Co.,  I-td.,  was  registered  with  a 
nominal  capital  of  50,000  Ordinary  Shares  of  £i  each  and  20,000  6  per 
cent.  Preference  Shares  of  ;^i  each.  The  company  was  formed  to 
acquire  an  established  business  as  on  ist  January  1916,  ;^io,ooo  being 
paid  for  goodwill.  The  vendors  undertook  to  pay  the  preliminary 
expenses  not  exceeding  ;^i,ooo  in  all,  and  agreed  to  refund  any  loss 
arising  from  the  collection  of  the  book  debts  incurred  prior  to  .1st 
January  1916. 

All  the  Preference  Shares  were  issued  and  fully  called  and  paid  up. 
40,000  of  the  Ordinary  Shares  were  subscribed  and  fully  paid  up,  with 
the  exception  of  the  final  call  of  5s.  per  share  due  on  1,000  shares 
forfeited  by  resolution  of  the  directors  during  the  year. 

On  30th  June  1916  100  5  per  cent,  debentures  of  ;£ioo  each  were  issued 
at  95,  and  fully  subscribed  and  paid  up. 

In  addition  to  the  transactions  mentioned  above,  the  following 
balances  were  extracted  from  the  books  of  the  company  as  on  31st 
December  191 6  : — 


Balances,    31st   December   1916. 


Purchases 21.948 

„      Returns   . . 

521 

Sales              

57,362 

„     Returns 

342 

Preliminary  Expenses  Account    . . 

1,285 

Factory  Wages 

14,962 

Rates,  Taxes,  and  Insurance 

1,322 

Fuel,  Power,  and  Lighting 

2,842 

Leasehold  Factory 

20,300 

Plant  and  Machinery         ..... 

21,450 

Royalties  paid  on  patent  process 

1,625 

Directors'  Fees        

500 

Transfer  Fees           

15 

Carriage  on  Purchases 

1,596 

Sales 

984 

Manufacturing  Charges 

..         ..           1,442 

Stock  (31st  December  1915) 

12,958 

Haulage  Earnings   . . 

846 

Discount  (debit  balance) 

192 

Salaries  and  Office  Expenses 

1,825 

Sundry  Creditors     . .   ' 

2,021 

Cash  at  Bank          

2,469 

Bills  Payable           

640 

Sxindry  Debtors 

9,862 

Bad  Debts  (of  which  £341  was  in  respect  of  debts  incurred 

during  the  year  ended  31st  December  1916)       . .         . .              927 

Loose  Tools             . .         . .         . .         . .         . ,         . .         . .           11824 
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You  are  required  to  prepare  Manufacturing  and  Profit  and  Loss 
Accounts  for  the  year  ended  31st  December  1916,  and  a  Balance  Sheet 
as  on  that  date. 

Before  preparing  these  accounts  the  undermentioned  adjustments 
are  necessary  : — 

(a)  The  interest  due  on  the  debentures  has  not  been  provided  for. 

(6)  The  waste  on  the  lease  of  the  factory  must  be  provided  for. 
The  lease  dates  from  ist  January  1912,  and  expires  on  ist  January 
1932. 

(c)  The  fuel  and  lighting  consumed  in  the  offices  was  estimated  at 

{d)  Unexpired  insurance  on  31st  December  1916  amounted  to  £7^. 

{e)  Provide  for  a  War  Bonus  of  ;^300  to  the  office  staff. 

(f)  The  stock  on  31st  December  1916  was  valued  at  ;^i2,83i,  and  the 
Loose  Tools  at  ;^i,2oo. 

ig)  A  provision  of  5  per  cent,  on  the  Sundry  Debtors  is  to  be  created 
for  Bad  and  Doubtful  Debts. 

{h)  10  per  cent,  depreciation  is  to  be  written  off  the  Plant  and 
Machinery  Account. 


APPENDIX   B.  187 

INTERMEDIATE    EXAMINATION. 

Saturday,  8th  June  1918. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


Not  more  than  3  questions  to  be  attempted,  of  which  No.  5  must  be  one. 


1.  Give  a  list,  and  brief  particulars,  of  any  books  which  limited 
companies  are  under  statutory  obligation  to  keep.  Select  one  of  these 
books,  and  submit  a  specimen  of  the  ruling  you  would  suggest. 

2.  The  freehold  factory  of  a  limited  company  was  totally  destroyed 
by  fire.  The  company  settled  the  claim  with  the  Insurance  Company 
as  follows  : — Buildings,  ;^i2,ooo  ;  Machinery  and  Plant,  ;^9,8oo  ; 
Stock  destroyed,  £i,9?>6  ;    Stock  damaged,  ^^1,200. 

A  few  days  prior  to  the  fire  the  annual  accounts  of  the  company 
had  been  drafted,  in  which  the  following  items  appeared  : — Buildings, 
;^i  1,986  ;    Machinery  and  Plant,  ;^io,ooo  ;    Stock,  £^jS6. 

In  view  of  the  above  settlement  with  the  insurance  company,  how 
should  these  items  be  treated  in  the  books  and  accounts  of  the 
company  ? 

3.  Before  closing  the  annual  accounts  of  a  limited  company,  explain 
the  principle  upon  which  you  would  provide  for  the  waste,  or  loss,  in 
connection  with  : — 

(a)  A  lease — 21   years  unexpired. 

(6)  Machinery  and  plant — of  various  types. 

(c)  A  patent — registered  a  year  ago. 

{d)  Book  debts — some  of  which  are  doubtful. 

4.  On  1st  January  191 7  a  limited  company  issued  ;^2oo,ooo  5  per 
cent,  debentures  at  95,  repayable  by  20  equal  half-yearly  instalments 
(ist  July  and  ist  January).  The  whole  issue  was  underwritten  at 
I J  per  cent,  commission.    The  legal  and  other  issue  expenses  amounted 

to     ;^2.286. 

Show  how  these  transactions  should  appear  in  the  company's  Balance 
Sheet  as  on  31st  December  191 7. ' 

5.  John  and  Abel  Chatenay  are  in  partnership  as  manufacturers. 
The  following  Trial  Balance  was  extracted  from  the  books  of  the  firm 
as  on  31st  December  191 7  : — 


i88 


BOOKKEEPING   FOR  COMPANY    SECRETARIES. 


Trial  Balance. 


£ 

i 

John  Chatenay,  Capital  Accotint    . . 

10,000 

„             Cuirent 

\i-count  . . 

2,000 

Abel  Chatenay,  Capital  Account 

5,000 

,»,              Current  Account 

550 

Leasehold  Buildings    . . 

8,960 

Machinerv'  and  Plant . . 

4,100 

Stock,  1st  January  1917 

2,019 

Sundr>'  Debtors 

3,099 

,,      Creditors 

1.463 

Reserve  for  Bad  Debts, 

rst  January  19 

17 

100 

Purchases 

9,284 

Sales       

16,900 

Returns  Inwards 

372 

,,       Outwards 

972 

General  Expenses 

152 

Manufacturing  Wages. . 

2,010 

Rent,  Rates,  and  Taxes 

268 

Insurance 

68 

Factory  Power 

•  .      ••              325 

Ofl&ce  Salaries  . . 

786 

Discount  Account 

39 

28 

Cash  in  hand 

65 

„    at  Bank  . . 

660 

Carriage  Inwards 

214 

,,       Outwards 

368 

Loan  from  J.  Chatenay 

600 

Manufacturing  Expenses 

574 

Factory-  space  and  power 

sub-let    . . 

850 

£35,913 

£35.913 

You  are  required  to  prepare  Manufacturing  and  Profit  and  Loss 
Accounts  for  the  year  ended  31st  December  1917,  and  a  Balance 
Sheet  as  on  that  date.     The  partners  agreed  : — 

(i)  That  interest  at  5  per  cent,  per  annum  be  allowed  on  Partnership 
Capital,  and  credited  to  the  partners'  Current  Accounts.  No 
interest  to  be  charged  upon  drawings. 

(2)  That  a  salary  of  ;^25o  be  credited  to  Abel  Chatenay's  Current 
Account. 

(3)  That  the  provision  for  Bad  and  Doubtful  Debts  be  increased 
to  an  amount  equal  to  i  per  cent,  on  the  gross  pales. 

(4)  That  the  profit  or  loss  be  divided  pro  rata  to  the  amounts  at  the 
credit  of  the  partners'  Capital  Accounts. 

(5)  That  the  following  depreciations  be  written  off :  Leasehold 
Buildings,  2  J  per  cent.  ;    Machinery  and  Plant,  10  per  cent. 

(6)  That  the  value  of  the  stock  on  hand,  as  on  31st  December  1917, 
be  agreed  at  ;£3,898. 

(7)  That  the  following  expenses  be  carried  forward  as  applicable  to 
next  year  :    Rates,  ;^29  ;    Insurance,  £17. 

(8)  That  six  months'  interest  on  the  loan  from  J.  Chatenay  be 
credited  to  his  Current  Account  at  the  rate  of  5  per  cent,  per 
annum. 
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FINAL    EXAMINATION. 

Saturday,  8th  June  1918. 
Time  Allowed.  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


Not  more  than  3  questions  to  be  attempted,  of  which  No.  5  musi  be  one. 


1.  Cannes,  Ltd.,  pulled  down  an  old  engine-house  which  formed  part 
of  their  freehold  factory,  and  which  stood  in  the  books  at  ;^6,75o. 
A  modern  engine-house  was  erected  upon  the  site,  the  contract  price 
being  ;^io,8oo.  A  depreciation  account  of  ;^2,ooo  stood  in  the  books 
on  account  of  the  old  building  and  was  now  appropriated.  Old 
material,  valued  at  ;^78o,  was  used  in  the  new  building,  and  the  remain- 
ing material  was  sold  for  ;^22i.  Give  the  accoimts  showing  how  you 
would  treat  these  transactions  in  the  books  of  the  company. 

2.  In  recent  years,  heavy  depreciation  has  taken  place  in  the  value 
of  good  securities.  How,  in  your  opinion,  should  such  depreciation  be 
dealt  with  in  the  books  of  : — 

(o)  A  Bank. 

(b)  An  Investment  Trust. 

(c)  A    Commercial    Joint    Stock    Co.     (held    as    representing    a 
Reserve  Fund). 

3.  How  should  you  deal  with  the  undermentioned  items  when 
preparing  the  annual  accounts  of  a  limited  company  ? 

(i)  Drawings  of  managing  director,  ;^i,ooo  in  excess  of  his  stipulated 
salary. 

(2)  Expenditure  of  ;^io,ooo  in  advertising  a  new  article.  The  sales 
have,  so  far,  not  been  large,  but  show  a  steady  tendency  to  rise. 

(3)  Ten  debentures  of  ;^ioo  each  purchased  at  par.  The  market  price 
is  now   105. 

(4)  A  payment  of  ;^i,ooo  for  an  unexpired  option  to  purchase  mining 
rights  forfeitable  on  non-completion.  The  option  expires  two 
months  from  date. 
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4.  The  annual  accounts  of  a  limited  company  showed  a  net  profit 
of  ;^i 32,868.  The  paid  up  capital  of  the  company  consisted  of  600,000 
Ordinary  Shares  of  £\  each  and  400,000  6  per  cent.  Preference  Shares 
of  £1  each.  Both  classes  of  shares  are  fully  paid,  except  that  the  final 
call  of  5s.  per  share  on  2,000  Ordinary  Shares  has  not  been  paid.  The 
balance  at  the  credit  of  the  Profit  and  Loss  Account  brought  forward 
from  the  previous  year  was  ;^28,872.  The  company  had  also  issued 
1,000  5  per  cent,  debentures  of  ;^ioo  each  at  95  redeemable  at  the  option 
of  the  company  at  any  time  upon  six  months'  notice.  The  directors 
decided  as  follows  : — 

(a)  To  pay  the  dividend  for  the  year  due  on  the  Preference  Shares. 

(fc)  To  carry  ;^io,ooo  to  the  Reserve  Account. 

(c)  To  redeem  50  debentures  at  par. 

{d)  To  write  ;^i2,ooo  off  the  Goodwill  Account. 

(c)  To  pay  a  dividend  of  15  per  cent.,  free  of  tax,  on  the  ordinary 
shares,  and  to  carry  forward  the  balance  to  next  year. 

How  would  these  decisions,  when  carried  out,  affect  the  books  and 
published  accounts  of  the  company  ?  Assume  income-tax  at  5s.  in 
the;^. 

5.  Dickson  Bros.  &  Co.,  Ltd.,  was  registered  as  a  private  company 
with  a  nominal  capital  of  ;^50,ooo,  divided  into  20,000  6  per  cent. 
Preference  Shares  of  £1  each,  and  30,000  Ordinary  Shares  of  £\  each. 
The  following  shares  were  issued  and  were  fully  paid  :  George  Dickson 
20,000  Preference  Shares  and  10,000  Ordinary  Shares  ;  Hugh  Dickson 
5,000  Ordinary  Shares ;  Albert  Dickson  3,000  Ordinary  Shares  ; 
sundry  employees  2,000  Ordinary  Shares. 

The  Articles  of  Association  provided  that  Hugh  t)ickson  should  be 
credited  with  a  salary  of  ;^500  per  annum  and  Albert  Dickson  with  a 
salary  of  ;^25o  per  annum — subject  to  the  profits  being  sufficient  to 
meet  these  charges  after  the  payment  of  the  preference  dividend.  After 
providing  for  these  claims,  the  balance  of  profits  (if  any)  after  carrying 
such  amount  to  the  next  year  as  may  be  deemed  advisable,  were  to 
be  divided  equally  between  the  Preference  Shareholders  and  the 
Ordinary  Shareholders. 
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On  the  1st  January  1917  40  5  per  cent,  debentures  of  ;^ioo  each 
were  issued  to  George  Dickson  at  95,  repayable  by  ten  equal  half-yearly 
instalments,  the  first  of  which  was  duly  paid  on  ist  July  1917. 

In  addition  to  the  Ledger  Accounts  necessary  to  record  the  above 
particulars,  the  following  balances  appeared  in  the  books  of  the  company 
as  on  31st  December  191 7  : — 


Balances. 


Machinery  and  Plant  (Factory)               

8,460 

Manufacturing  Wages 

8,924 

Factory  Power 

927 

Loose  Tools  (Factory) 

742 

Motor  Lorry  (Warehouse) . . 

800 

Discount  Account  (Debit  Balance) 

98 

Warehouse  Wages   . . 

2,182 

Leasehold  Buildings           

.  . .        10,832 

Purchases  (Factory) 

7,247 

Carriage  Inwards  (Factory) 

201 

,,        Outwards  (Warehouse)  . . 

424 

Purchases  (Warehouse) 

2,178 

Fixtures  and  Fittings  (Warehouse) 

2,400 

Rent,  Rates,  and  Insurance  (Factory)    . . 

762 

„                „              „        (Warehouse) 

896 

Stock    (Factory),  31st  December  1916   . . 

3,876 

„      (warehouse),  31st  December  1916 

4,742 

Office  Salaries 

1,321 

Sales  

32,891 

„     Returns 

186 

Warehouse  Expenses 

942 

Goodwill 

8,000 

Office  Furniture 

200 

Sundry  Debtors 

7,860 

„       Creditors 

1,100 

Cash  i  n  hand 

382 

„    at  Bank          

3,876 

Bad  Debt  Reserve,  31st  December  1916 

100 

Purchases  Returns  (Factory) 

492 

Income  Tax 

162 

Profit  and  Ixiss  Account  (Credit  Balance,  31st  DecemL 

er  1916)              941 

Office  Kent  and  Fxpenses 

304 

The  business  consisted  of  two  departments  (a)  Manufacturing,  and 
(b)  Wholesale.  You  are  required  to  prepare  Manufacturing,  Trading, 
and  Profit  and  Loss  Accounts  for  the  year  ended  31st  December  1917, 
and  a  Balance  Sheet  as  on  that  date.  You  are  also  required  to  show 
how  the  profits  available  should  be  disposed  of.  Assume,  for  this 
purpose,  that  10  per  cent,  of  the  available  balance  is  carried  forward 
to  next  year.  When  preparing  these  accounts,  the  following  matters 
must  be  taken  into  consideration  : — 
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(i)  In  addition  to  the  goods  purchased  by  the  warehouse  from 
outsiders,  the  whole  of  the  product  of  the  factory  was  taken 
over  by  the  warehouse  at  cost. 

(2)  The  reserve  for  Bad  and  Doubtful  Debts  is  to  be  increased  to 
an  amount  equal  to  5  per  cent,  on  the  Sundry  Debtors. 

(3)  Wages  (Factory)  l^  and  Sundry  Materials  (Factory)  l^^ 
have  been  employed  in  the  manufacture  of  loose  tools  during 
the  year,  and  not  recorded  in  the  books. 

(4)  Stock,  as  on  31st  December  1917,  was  valued  at :  Factory, 
;^4,22i  ;    Warehouse,  ;^3,984. 

(5)  The  Loose  Tools  were  valued  at  ;^6oo,  and  the  Motor  Lorry  at 

(6)  The  unexpired  expenses  to  be  carried  forward  were  :  Insurance 
(Factory),  £},-2  ;    Rates   (Warehouse),  £\^. 

(7)  ;^i,ooo  is  to  be  transferred  to  a  Reserve  Account. 

(8)  The  debenture  interest  due  to  George  Dickson  for  the  year  191 7 
has 'not  been  provided  for. 

(9)  The  following  depreciations  are  to  be  written  off :  Machinery  and 
Plant  10  per  cent.,  Fixtures  and  Fittings  15  per  cent..  Office 
Furniture  5  per  cent. 
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INTERMEDIATE   EXAMINATION. 


Saturday,  7th  December  1918. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


Not  more  than  3  questions  to  be  attempted,  of  which  No.  5  must  be  one. 

*Question   No.   2    must  be   answered   by   Candidates   sitting  under   the 

Revised  Syllabus. 


I.  Hugh  Dickson  decided  to  replace  the  whole  of  the  machinery  in 
his  factory  which  had  become  obsolete.  The  new  plant  cost  ;^8,595, 
payable  as  to  ;^2,500  on  ist  January  1917,  and  the  remainder  in  four 
equal  instalments  payable  at  the  end  of  three,  six,  nine,  and  twelve 
months.  The  old  machinery  stood  in  the  books  at  ;^5,262,  subject  to 
a  Depreciation  Reserve  Fund  which  had  been  created,  the  balance  of 
which  amounted  to  ;^i,50o. 

A  portion  of  the  old  plant,  valued  at  ;^750,  was  utilised  in  the  erection 
of  the  new  plant,  and  the  remainder  was  sold  by  auction  and  realised 

;^I,262. 

Give  the  entries  necessary  to  record  these  transactions  in  the  books 
of  Hugh  Dickson  as  on  ist  April  1918. 

*2.  When  preparing  a  statement  showing  the  liability  of  a  trading 
firm  for  income-tax  under  Schedule  D,  how  should  you  deal  with  the 
following  items  which  had  been  charged  in  the  annual  accounts  ?  : — 

(a)  Partnership  salary. 

(6)  Subscription  to  local  hospital. 

(c)  Interest  on  capital. 

(d)  Removal  expenses  on  expiration  of  lease. 

(e)  15  per  cent,  depreciation  on  machinery  and  plant. 

3.  The  undermentioned  Ledger  Accounts  form  part  of  the  Trial 
Balance  of  a  limited  company.  State  how  you  would  deal  with  the 
balances  of  these  accounts  when  preparing  the  annual  accounts  : — 

(a)  Unclaimed  dividends. 

(6)  Preliminary  Expenses  Account. 

(c)  Forged  Transfers  Reserve  Account. 

{d)  Forfeited  Shares  Account  (cash  received  on  shares  forfeited). 
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4.  Submit  rulings  suitable  for  the  application  and  allotment  sheets 
for  an  issue  of  100,000  ordinary  shares  of  {^\  each  at  a  premium  of 
5s.  per  share.  Enter  two  specimen  allotments  therein  showing  (a)  an 
allotment  in  full,  and  (fc)  an  allotment  of  50  per  cent,  of  the  shares 
applied  for.  The  shares  were  payable  as  to  2s.  6d.  per  share  on  applica- 
tion, and  7s.  6d.  (including  the  premium  of  5s.)  upon  allotment,  and 
the  balance  as  and  when  called  up  by  the  directors. 

5.  The  Aisne  Manufacturing  Co.,  Ltd.,  was  registered  with  a  nominal 
capital  of  ^30,000,  divided  into  15,000  6  per  cent.  Preference  Shares  of 
£\  each  and  15,000  Ordinary  Shares  of  £1  each.  The  following  Trial 
Balance  was  extracted  from  the  books  of  the  company  as  on  31st 
December  191 7  : — 

Trial  Balance. 


i 

t. 

Ordinaiy  Share  Capital  Account 

IO,OOC 

6  per  cent.  Preference  Share  Capital  .\ccount    . . 

10,000 

5  per  cent.  Debentures         

10,00c 

Debenture  Issue  Expenses  Account 

360 

Plant  and  Machinery  (31st  December  1916) 

9,886 

„                   Purchases  during  1917 

2,194 

' 

Leasehold  Factory 

15,000 

Sundry  Debtors          

9,900 

„      Creditors         

1,162 

Sales 

65,494 

„     Returns 

321 

Purchases          

32.894 

„        Returns 

8430 

Apprenticeship  Fees  received 

20 

Manufacturing  Wages 

13,862 

Stock  (31st  December  1916)            

7.386 

Rent  and  Rates  (Factory) 

962 

(Office)         

195 

Travellers'  Salaries  and  Expenses 

1,524 

Bank  Overdraft           

1,200 

Cash   in  hand    . . 

250 

Officle  Salaries 

1.874 

Fue  for  I'ower           

1,043 

Reserve  for  Bad  and  Doubtful  Debts  (31st  December 

1916^         

350 

General  Expenses  and  Insurance 

774 

Interest  Account         . .         . .         . .         •  •         • .  ' 

561 

Directors'  Fees            

300 

Debenture  Trustee  Fees        

50 

Carriage  Outwards 

921 

„        Inwards        . .         . .         . . 

894 

Reserve  Account         

3,000 

Profit  and  Loss  Account  (Balance  31st  December 

1916)         

1,874 

Lighting  (Factory  £321,  Office  £51) 

37a 

Fixtures  and  Fittings            

2,000 

Dividend  on  Preference  Shares       

600 

£104,122 

£104,122 
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You  are  required  to  prepare  Manufacturing  and  Profit  and  Loss 
Accounts  for  the  year  ended  31st  December  1917,  and  a  Balance  Sheet 
as  on  that  date. 

When  preparing  these  accounts  the  following  adjustments  are 
necessary : — 

(i)  Provision  must  be  made  for  the  cost  of  the  lease  which  expires 
in  fifteen  years  from  31st  December  1916. 

{2)  The  following  depreciation  is  to  be  written  off  as  on  31st  December 
1917  :  Machinery  and  Plant  5  per  cent.,  Fixtures  and  Fittings 
15  per  cent. 

(3)  The  Reserve  for  Bad  and  Doubtful  Debts  is  to  be  increased  to  an 
amount  equal  to  5  per  cent,  on  the  Sundry  Debtors. 

{4)  The  stock  on  hand  as  on  31st  December  1917  was  valued  at 

{5)  Unexpired  insurance  amounting  to  £^6  is  to  be  carried  forward. 

(6)  Two  days'  wages,  amounting  to  ;^5i,  had  accrued  due  as  on 
31st  December  191 7,  but  had  not  been  passed  through  the  books. 

{7)  One-third  of  the  Debenture  Issue  Expenses  Account  is  to  be  written 
off. 

(8)  ;£2,ooo  is  to  be  added  to  the  Reserve  Account. 


O  % 
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FINAL   EXAMINATION. 

Saturday,    7th    December    1918. 
Time  Allowed,  2  hours. 


BOOKKEEPING  AND  ACCOUNTS. 


Not  more  than  3  questions  to  be  attempted,  of  which  No.  5  must  be  one. 

*  Question  No.  i  must  be  answered  by  candidates  sitting  under  the  revised 

Syllabus, 


*i.  The  undermentioned  items  appeared  in  the  Profit  and  Loss 
Account  of  a  limited  company.  How  should  you  deal  with  them 
when  preparing  a.  statement  showing  the  liability  of  the  company  for 
income-tax  under  Schedule  D  : — 

(a)  ;^6oo  loss  on  the  sale  of  an  investment. 

(6)  ;^I50  annuity  paid  to  a  retired  bookkeeper. 

(c)  Income-tax  under  Schedule  A  on  the  company's  freehold  works. 

(d)  Interest  paid  to  bankers  on  a  short  loan. 

{e)  Loss  on  sale  of  fixtures  and  fittings  at  a  branch  office  which  was 
closed. 

Give  reasons  for  the  treatment  you  adopt. 

2.  A  company  which  manufactures  four  distinct  kinds  of  goods 
desires  to  inaugurate  an  efficient  system  of  Cost  Accounts.  Select  a 
business  and  explain  the  basis  upon  which  the  costing  system  should  be 
constructed.  Mention  three  items  which  you  would  include  amongst 
the  on-cost  charges,  and  state  how  you  would  apportion  such  charges 
between  the  four  departments. 

3.  The  understated  Trial  Balance  was  sent  to  the  head  office  of 
Rayon  d'Or,  Ltd.,  by  the  Bombay  branch  : — 
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Bombay  Trial  Balance,  30th   June  1918. 


Rupees. 

Rupees. 

Cash  at  Bank  of  Bombay        

17,240.00 

Bills  Receivable 

24,161.00 

Stock  on  hand 

36,421.00 

Sundry  Creditors 

194,642.00 

Plant  and  Machinery     . . 

31,842.00 

Head  Office  Account 

41,281.00 

Sundry  Debtors  . . 

141,482.00 

Freehold  Buildings 

46,198.00 

Profit  and  Loss  Account   (Balance  being  net 

profit  for  the  year)           

61,421.00 

297,344.00 

297,344.00 

Submit  the  entries  necessary  in  order  to  incorporate  the  above  Trial 
Balance  in  the  head  ofi&ce  books. 

4.  Richardsons,  Ltd.,  was  formed  to  acquire  an  old-established 
business.  The  purchase  agreement  was  dated  ist  January  191 8. 
The  company  was  incorporated  on  ist  April  1918.  Upon  preparing 
the  accounts  as  on  30th  June  it  was  found  that  a  loss  of  £4,260  had  been 
made  during  the  period  ist  January  to  ist  April  1918.  How  should 
you  deal  with  this  loss  when  preparing  the  first  published  accounts  of 
the  new  company  ? 

5.  The  Lys  Manufacturing  Co.,  Ltd.,  was  registered  on  30th  June 
1917  with  a  nominal  capital  of  ;^ioo,ooo,  consisting  of  100,000  ordinary 
Shares  of  £1  each,  the  whole  of  which  were  issued.  On  30th  June  191 8 
15s.  per  share  had  been  called  and  paid  up  on  the  shares  issued,  with 
the  exception  of  the  first  call  of  5s.  per  share  on  1,000  shares  which  was 
unpaid.  A  holder  of  2,000  shares  had  paid  up  the  final  call  in  advance 
upon  his  holding.  On  1st  January  1918  100  5  per  cent,  debentures  of 
;^ioo  each  repayable  at  par  in  ten  years  were  issued  at  95  and  fully 
subscribed  and  paid  up. 


In  addition  to  the  entries  necessary  to  record  the  above  transactions, 
the  following  balances  were  extracted  from  the  books  of  the  company 
as  on  30th  June  191 8: — 
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Balances.  30th  June  1918. 


Machinery  and  Plant 

additions  during  the  year 
Purchases 

„  Returns 
Leasehold  Factorj- 
Discounts  received 
Cash  at  Bank 

„    in  hand 
Carriage  Inwards 

„  Outward* 
Sales 

„    Returns 
Sundry  Debtors 
Manufacturing  Wages 
Siindry  Creditors 
Salaries 
Advertising  . . 
Royalties  paid 
Transfer  Fees 
Office  Furniture 
Patterns 

Manufacturing  Expenses 
Loose  Tools  . . 
Office  Expenses 
Rent,  Rates,  Taxes 
Fuel  for  Power 
Interest  Account 
Directors'  Fees 
Bad  Debts    . . 
Travellers'  Salaries  and  Expenses 


c 

36,980 

T,280 

32,431 

921 

12,800 

5.474 

92 

722 

941 

60,522 

142 

28,960 

14,842 

9,872 

2,04 1 

6,321 

840 

76 

500 

2,050 

1,262 

1,621 

442 

1.324 

1,946 

263 

500 

324 

2.374 


You  are  required  to  prepare  Manufacturing  and  Profit  and  I^ss 
Accounts  for  the  year  ended  30th  June  191 8,  and  a  Balance  Sheet  as 
on  that  date. 

Before  preparing  these  accounts  the  following  adjustments  are 
necessary  : — 

(a)  Wages  amounting  to  ;^38o  were  paid  to  the  company's  men  for 
erecting  the  machinery  and  plant.  Wages  £12 j\,  and  materials 
purcha:,ed  ;^86,  were  employed  in  making  patterns  for  use  in 
the  factory. 

(b)  A  reserve  is  to  be  created  for  Bad  and  Doubtful  Debts  equal  to 
5  per  cent,  on  the  Sundry  Debtors. 

(c)  The  following  depreciation  i:;  to  be  written  off  :  Machinery  and 
Plant,  10  per  cent.  ;  Office  Furniture,  5  per  cent.  ;  Iveasehold 
Factory,  i  per  cent. 

(d)  The  stock  on  hand  as  on  30th  June  1918  was  valued  at  ;^9.864  ; 
the  Loose  Tools  at  ;^i,2oo  ;  .and  the  Patterns  at  ;^2,ooo. 

{e)  Two-thirds  of  the  cost  of  advertising  is  to  be  carried  forward. 

(/)  The  unexpired  insurance  to  be  carried  forward  amounts  to  ^38. 

ig)  One-tenth  of  the  debenture  discount  is  to  be  written  off. 
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INTERMEDIATE   EXAMINATION. 


Saturday,   7th   June   1919. 
Time  Allowed,   2   hours. 


BOOKKEEPING  AND  ACCOUNTS. 


Not  mare  than  3  questions  to  be  attempted,  of  which  No.  5  must  be  one. 

*Question  No.  2  must  be  answered  by  Candidates  sitting  under  the 
Revised  Syllabus. 


I.  The  following  were  the  quotations  in  London  of  various  foreign 
exchanges  ;  state  the  meaning  and  the  value  of  ;^ioo  sterling  in  each 
case,  and  show  how  you  would  incorporate  in  the  books  in  London, 
expenditure  made  locally  in  these  currencies  : — 

Paris 28.09 

Calcutta..  ..         ..        1.4^ 

New  York         4. 761 

*2.  You  are  asked  to  prepare  a  statement  showing  the  liabiUty  for 
income-tax  under  Schedule  D  of  a  trading  company.  Give  a  pro  formd 
statement  assuming  that  in  the  Profit  and  Loss  Account  for  the  year 
ended  30th  September  1918  amounts  are  charged  for  the  following  : — 

Depreciation. 

Income  Tax  (Schedule  D). 

Charitable  Donations. 

Loss  by  Embezzlement. 

Bad  Debts. 

Do.  Reserve. 

Preliminary  Expenses. 

Assume  also  that  the  balance  of  the  Profit  and  Loss  Accounts  for  the 
years  ended  30th  September  1916  and  30th  September  1917  as  adjusted 
for  income-tax  purposes,  were  a  profit  of  ;^i,492,  and  a  loss  of  ;^3i7 
respectively. 

3.  A  company  issued  10,000  Ordinary  Shares  of  £1  each  to  the 
public  at  a  premium  of  5s.  per  share.  The  amounts  due  on  the  shares 
were  payable  as  follows  : — 

IDS.  per  share  on  application  (including  the  premium). 

5s.  per  share  on  allotment. 

5s.  per  share  one  month  after  allotment. 

5s.  per  share  three  months  after  allotment. 
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All  the  shares  were  duly  applied  for  and  the  cash  paid,  with  the 
exception  of  the  final  call  on  200  shares. 

You  are  reqmred  to  show  the  entries  necessary  to  record  the  transac- 
tions in  connection  with  these  shares  in  the  books  of  the  company. 

4.  State  briefly  what  considerations  should  guide  you,  when  preparing 
the  accounts  of  a  limited  company,  in  arriving  at  the  depreciation  to 
be  written  off  the  following  assets  : — 

Leasehold  Premises  (20  years  unexpired). 
Plant  and  Machinery. 
Loose  Tools. 
Horses. 

5.  A  company  was  registered  with  a  nominal  capital  of  ;^2o,ooo, 
consisting  of  20,000  Ordinary  Shares  of  l\  each.  The  following  Trial 
Balance  was  extracted  from  the  books  of  the  company,  as  on  31st  March 
1919. 

Trial  Balance. 


L     s 

d 

i      s 

d 

Share  Capital  Account  (18,000  shares  of  £1  each)     . 

18,000    0 

0 

Calls  in  anear 

100    0 

0 

Debentures  5  per  cent 

2,000    0 

0 

Freehold  Premises          

3,500    0 

0 

Rates,  Taxes  and  Insurance 

427    3 

4 

Factory  Fuel  and  Power          

129    4 

10 

Interest  on  Debentures  . . 

50    0 

0 

Manufacturing  Wages 

3.542  16 

0 

Office  Salaries 

924  15 

6 

Carriage  on  Purchases    . . 

114    9 

II 

Sales           

276  15 

I 

Purchases             

7,962  16 

II 

„        Returns           

196    3 

9 

Sales          

15,920  15 

8 

„     Returns 

314     0 

7 

Plant  and  Machinery 

1,496  10 

0 

Furniture  and  Fittings 

327    6 

8 

Sundry  Debtors  . . 

4,726  13 

4 

„       Creditors   . 

3.496  12 

7 

Goodwill 

7,500    0 

0 

Manufacturing  Expenses           

219  14 

9 

Office  Expenses 

527      2 

9 

Lighting  and  Heating 

97  14 

5 

Directors*  Fees 

100     0 

0 

Profit  and  Loss  Account  (Balance  31st  March  1918)  . 

192     4 

% 

Cash  at  Bank 

316  16 

„    in  hand       

47  15 

6 

Stock  oa  hand,  3i»t  March  1918 

6,719  10 

0 

£39,613  II 

0 

£39.613  II 

0 
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You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  31st  March  1919,  and  a  Balance  Sheet  as  on  that 
date. 

When  preparing  these  accounts,  the  following  must  be  taken  into 
consideration  : — 

(a)  10  per  cent,  depreciation  is  to  be  written  off  Plant  and  Machinery, 
and  5  per  cent,  off  Furniture  and  Fittings. 

(6)  A  reserve  for  Bad  Debts  is  to  be  created  equivalent  to  5  per  cent, 
on  the  Sundry  Debtors. 

(c)  The  debentures  were  issued  on  ist  July  191 8,  and  a  half-year's 
interest  had  been  paid. 

(d)  Wages  amounting  to  £32  had  been  paid  to  employees  engaged 
upon  the  manufacture  of  new  machinery,  but  the  necessary 
adjustment  had  not  been  made  in  the  books.  The  materials 
purchased  for  this  purpose  had  been  charged  direct  to  Plant 
and  Machinery  Account. 

{e)  Rates  paid  in  advance,  and  Insurance  unexpired  amounted  to 

£24- 
(/)  The    stock    on    hand    on    31st    March    1919    was    valued    at 

;^5.355  I2S.  iid. 
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FINAL   EXAMINATION. 


Saturday,   7th   June  1919. 
Time  Allowed,  2  hours. 


BOOKKEEPINCx  AND  ACCOUNTS. 


Not  more  than  ;i  questions  to  be  attempted,  of  which  No.  5  must  be  one. 

*  Question  No.  4  must  be  answered  by  Candidates  sitting  under  the 
Revised  Syllabus. 


I.  A  limited  company  issued  50,000  Ordinary  Shares  of  £j  each  at 
a  premium  of  5s.  per  share,  5s.  per  share  being  payable  on  application, 
los.  (including  the  premium)  on  allotment,  5s.  on  first  call  due  three 
months  after  allotment,  and  the  balance  as  required. 

The  Application  List  was  closed  on  31st  January  1919,  when  it  was 
found  that  applications  had  been  received  for  75,000  shares. 

On  7th  February  the  company  went  to  allotment  as  follows  : — 

Applicants  for  37,000  shares  were  allotted  in  full. 

Applicants  for  25,000  shares  were  allotted  13,000  shares. 

Applicants  for  13,000  shares  were  allotted  nil,  the  cash  paid  on 
application  being  returned  on  9th  February. 

The  whole  amount  due  on  application  and  allotment  was  paid  by 
28th  February,  and  the  cash  in  respect  of  the  first  call  was  all  paid 
within  seven  days  of  its  due  date,  with  the  exception  of  that  due  upon 
500  shares,  which  were  forfeited  by  resolution  of  the  directors  after 
allowing  one  month's  grace  for  payment. 

Make  the  entries  necessary  to  record  the  above  transactions  in  the 
Journal  and  Cash  Book  of  the  company. 

2.  On  31st  January  191 9  a  limited  company  declared  and  paid 
interim  dividends  at  6  per  cent,  per  annum,  less  income-tax,  for  the 
half-year  ended  31st  December  1918  on  90,000  Ordinary  Shares  of 
£1  each,  and  on  5,000  Preference  Shares  of  £10  each.  State  what 
entries  should  be  made  in  the  books  of  the  company  and  what  further 
entries  would  be  necessary  if.  .six  months  later,  certain  shareholders 
had  not  cashed  their  dividend  warrants. 

3.  The  freehold  factory  of  a  limited  company  was  burnt  down  on 
5th  January  191 9.  The  claim  against  the  insurance  company  was 
settled  at  ;^i 5,000,  ;^8,ooo  being  for  the  building,  ;^2.ooo  for  the  plant 
and  machinery,  and  ;^5,ooo  for  the  stock.  The  buildings  appeared 
in  the  books  of  the  company  at  a  value  of  ;^6,500,  theplantand  machinery 
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at  ;^2,2oo,  and  the  stock  had  been  valued  on  31st  December  191 8  at 
;^4,8oo.  Show  how  you  should  treat  these  items  when  preparing  the 
annual  accounts  of  the  company. 

♦4.  It  has  frequently  been  stated  that  one  of  the  fundamental 
principles  of  the  British  income-tax  system  is  the  collection  of  tax  at 
its  source.  Explain  what  is  meant  by  this  statement,  and  give  three 
examples  illustrating  your  explanation,  and  show  how  you  would 
deal  with  them  in  the  books  of  a  limited  company. 

5.  A  limited  company  was  registered  with  a  nominal  capital  of 
;^6o,ooo,  divided  into  30,000  Ordinary  Shares  of  £l  each,  and  30,000 
6  per  cent.  Preference  Shares  of  £\  each.  On  31st  December  191 8  the 
whole  of  the  Ordinary  Shares  had  been  taken  up  and  were  fully  paid 
with  the  exception  of  5s.  per  share  on  1,000  shares.  15,000  Preference 
Shares  had  been  issued  and  were  fully  paid.  ;^5,ooo  6  per  cent,  deben- 
tures had  been  issued  to  the  company's  bankers  as  collateral  security 
for  a  loan  of  ;^4,ooo,  which  stood  in  the  books  at  that  figure  on  31st 
December  191 8. 

In  addition  to  the  balances  represented  by  the  above  information, 
the  following  balances  appeared  in  the  books  of  the  company,  as  on 
31st  December  191 8  : — 


Plant  and  Machinery . . 

Transfer  Fees 

Purchases 

,,         Returns 

Sales 

„     Returns   . . 
Fixtures  and  Fittings 
Manufacturing  Wages 
Salaries  . . 
Carriage  Outwards 
Rates,  Taxes,  and  Insurance 
Motors    .  . 

Stock,  3ibt  December  1917  .  . 
ManufacturinR  Expenses 
Interest  and  Discount  Account  (Dr.  Balance) 
Horses  and  Carts 
Carriage  Inwards 
Stable  Exjjenses 
5  per  cent.  War  Loan 
Motor  Expenses 

Profit  and  Loss  .Account  (Cr.  Balance,  31st  December  1917) 
Reserve  for  Bad  Debts  (31st  December  1917) 

Bills  Payable 

Freehold  Buildings 
Preference  Dividend — 

Final  to  31st  December  1917  . . 

Interim  to  30th  June  1918 
Directors'  Fees 
General  and  Office  Expenses 
Sundry  Debtors 
„      Creditors 

Cash  at  Bank 

„    in  band    . . 


i      s 

d 

2,967  3 

4 

I  15 

0 

32,121  12 

I 

967  14 

9 

74,315  14 

8 

2,116  0 

7 

246  6 

8 

19,672  4 

5 

3,684  9 

0 

1,297  7 

7 

3,419  16 

3 

972  15 

0 

12,962  10 

4 

1,827  6 

8 

2,317  13 

I 

1,237  10 

0 

1,515  7 

6 

472  5 

4 

5,000  0 

0 

133  0 

10 

1,142  14 

6 

2,112  12 

0 

2,916  n 

10 

9,762  15 

0 

450  0 

0 

450  0 

0 

500  0 

0 

1,924  5 

8 

37,614  15 

0 

14.039  I 

4 

1,456  «8 

7 

124  3 

1 
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You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  31st  December  1918,  and  a  Balance  Sheet  as  on 
that  date.  When  preparing  these  accounts,  the  following  must  be 
taken  into  consideration  : — 

(i)  Rates  paid  in  advance,  and  insurance  unexpired  amounted  to 
£ii7  3s.  6d. 

{2)  The  following  depreciations  are  to  be  written  off : — 

(a)  Plant  and  Machinery,  10  per  cent. 

(b)  Fixtures  and  Fittings,  5  per  cent. 

(c)  Motors,  20  per  cent. 

{d)  Horses  and  Carts,  ;^500. 

(3)  The  reserve  for  Bad  Debts  is  to  be  made  the  equivalent  of  5  per 
cent,  of  the  Sundry  Debtors. 

(4)  The  works  manager  is  to  be  credited  with  commission  amounting 
to  I  per  cent,  of  the  gross  profit,  and  the  managing  directors  with 
2^  per  cent,  of  the  net  profit,  after  charging  all  expenses,  including 
the   works    manager's    commission. 

(5)  The  interest  on  the  War  Loan  had  been  paid  up  to  ist  December. 

(6)  The  stock  on  31st  December  1918  was  valued  at  ^12,281  12s.  2d. 
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Pr. 


Forma  BALANCE  SHEET  prescribed  under  the 
COMPANIES  ACT,   1862. 


(This  form  is  only  compulsory  in  the  case  of  Companies  governed  by  the 
"  old  "  Table  A,  but  it  is  a  good  form  nevertheless. 
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Pro  forma  BALANCE  SHEET   prescribed  under  the 
INDIAN  COMPANIES   ACT.   1913. 

(This  is  an  excellent  form  that  might  well  be  followed  by  all 

ordinary  companies.) 
THE    INDIAN    COMPANIES    ACT,    1913.— (The  Third  Schidulb.) 
Form  F. — (See  Section  13a.) 
LiMiTvo.        Balanci  Shbit  as  at 19. 


Capital  attd  Liabilities        R.a.p.  R.i 
Capital- 
Authorised    Capital Shares  ot 

Rs each 


Issued  Capital Shares  of  Rs.. 

each  


Subscribed  Capital Shares  of 

Rs each 

Amount  called  up  at  Rs per  Share 

Less — Calls  unpaid 

Add — Forfeited    Shares    (amount 
paid  up)        

Reserve  Fund  on  Development  Fund  . . 

Any  Sinking  Fund 

Any  other  Fund  created  out  of  Net  Profits 
Any  Pension  or  Insurance  Fund  . . 
Provision  for  Bad  and  Doubtful  Debts. . 
Loans  on  Mortgage  or  Mortgage  Deben- 
ture Bonds  

Loans  otherwise  secured 

(Stating  the  nature  of  security.) 

Loans  unsecured       

Interest  

Accrued  on  Mortgages,  Debentures  or 
other  secured  Loans. 

Unclaimed  Dividends         

Liabilities — 

For  Goods  supplied         

a   Expenses         

m  Acceptances 

.  Other  Finance  


Advance  Payments  and  Unexpired  Dis- 
counts  

(For  the  portion  for  which  value  has 
still  to  De  given,  e.g.,  in  the  case  of 
the   following    classes    of    Com- 
panies— Newspaper,   Fire,   Insur- 
ance,   Theatre,    Club,     Banking, 
Steamship  Companies,  etc.) 
Profit  and  Loss — 
Balance  as  per  previous  Balance  Sheet 
Less — Appropriation  thereof. . 

Balance  broueht  forward 
Profit  since  last  Balance  Sheet 


(N.B. — These  details  need  not  be 
given  if  the  same  be  contained  in  a 
Profit  and  Loss  Account  attached 
to  the  Balance  Sheet.) 


Contingent  Liabilities — 

Claims    against    the    Company    not 

acknowledged  as  debts 
Moneys  for  which  the  Company  is 

contingently  liable 

Arrears   of    Cumulative    Preference 

Dividends  


Property  and  Assets 

Fixed  Capital  Bzpenditure 
(Distinguishing  as  far  as  possible  be- 
tween expenditure  upon  goodwill, 
land,  buildings,  leaseholds,  railway 
sidings,  plant,  machinery-,  furniture, 
development  of  property,  patents, 
trade  marks  and  signs,  designs,  in- 
terest paid  out  of  Capital  dunng  con- 
struction, etc.,  and  stating  in  every 
case  the  original  cost  andi  the  totsu 
Depreciation  written  o£f  under  each 
head.) 

Preliminary  Expenses  . .    '    . . 

Commission  or  Brokerage 
(Commission  or  brokerage  paid    for 
underwriting  or  placing  shares  or 
debentures  until  written  off.) 

Stores  and  Spare  Gear        

Loose  Tools 

Live  Stock       

Stock-in-Trade  

(Stating  mode  of  valuation,  e.g.,  cost 
or  market  value.) 

Bills  of  Exchange 

Book  Debts 

(Distinguishing  in  the  case  of  a  Bank 
between  those  considered  good  and 
in  respect  of  which  the  Bank  is  fully 
secured  and  those  considered  good 
for  which  the  Bank  holds  no  security 
other  than  the  debtor's  personal  se- 
curity, and  distinguishing  in  all  cases 
between  debts  considered  good  and 
debts  considered  doubtful  or  bad. 
Debts  due  by  directors  or  other 
officers  of  the  Company  or  any  of 
them  either  severally  or  jointly  with 
any  other  persons  to  be  separately 
stated  in  all  cases.) 

Advances         

(Recoverable  in  cash  or  in  kind  or  for 
value  to  be  received,  e.g..  Rates, 
Taxes,  Insurance,  etc.) 

Investments 

(Nature  of  investment  and  mode  of 
valuation,  e.g. ,  cost  or  market  value.) 

Interest  accrued  on  Investments. . 

Cash  and  other  Balances — 

Amount  in  hand 

Balances  with  Agents  and  Bankers  (in 
detail  showing  whether  on  Deposit 
or  current  account,  etc.) 

Profit  and  Loss         

(Giving  in  the  case  of  a  debit  balance, 
details  as  far  as  possible  as  in  the 
case  of  a  credit  balance.) 


R.a.p.R.a 
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Branches,  Accounts  of     . . 
„  Foreign 

Call  Letter,  Pro  formd    . . 

Calls  on  Shares 

Capital  and  Revenue  distinguished 

,,       Increase  of 

„       Reduction  of 
Check,  Internal 

,,  oa  Branch  Accounts 
Companies'  Accounts,  Minutes  relating  to 
Companies,  Books  required  to  be  kept  by 
Currencies,  Foreign 

Debentures,  Issue  of 

,,  Redeemable ... 

Declaration  of  Dividends 
Definition  of  Bookkeeping 

„  Reserve  Fund 

Depreciation  defined 

Methods  of  providing  for 
„  of  Leases     ... 

Dividend,  Profits  Available  for 
Dividends  and  Income-tax 
„         Declaration  of 
„  Payment  of     ... 

Double-account  System  ... 
„       entry,  Nature  of 
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Foreign  Branches  '. . 

,,        Currencies 
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75 
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9 
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87 
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64 
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71 

Letter  of  Regret 

65 
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76 

Reduction  of  Capital 

78 

Reserve  Fund  and  Sinking  Fund  distinguished 

82 

„             Definition  of 

80 

„             Investment  of 

80,  82 

Reserves,  Necessity  for   . . 

79 

Returns,  Accounting 

41 

Revenue  and  Capital  distinguished  . . 

8,   12 

Sectional  Balancing  of  Ledgers 

19,  22 
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.       67.  69 
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.       59,  66 
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